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[abridged translation]

B INTERIM SHAREHOLDERS REPORT

LI

[From April 1, 2006, to September 30,‘
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! ' (Unit: 100 millions of yen)
Interim Interim Interim
i March March March March March
2005 2006
: ,zor(i)lsl (April 1, (30361 (April 1, (ior(i)fl
| 2oc(>4,p through 2(;?[43}([:1111‘211@11 2005, through 2%2;3: g‘l’gh 2006, throwgh
| September 30, 2005) * | September 30, | 2006) * | September 30,
i 2004) 2005) | 2006)
Net sales 6,834 14,797 7,202 . 15,495 6,773
Operating income 658 909 60.| ' 257 209
Ordinary income 637 853 88| - 279 208
Net: (interim) income 394 556 (11)- (179) 4
(loss) |
Total assets 12,048 12,982 13,745 13,257 13,262
Net assets 4,606 4,728 4,794 4,745 5,023
Share data (per share,
in yen) |
Net interim income 201.02 283.60 (5.91) (91.24) 2.10
(loss) 1o
Net a}ssets 2,345.78 2,408.13 2,441.77|  2,416.54 2,421.06
Notes: 1. Amounts have been rounded down to the unit shown (except for the share data).

2. Due to a change in accounting rules, the shareholder’s equity is now indicated as the net assets.
The net assets and the net assets per share up to March 2006 are indicated respectively as the

i stockholders® equity and stockholders’ equity per share derived by using the original
calculation method.
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i |
To our shareholders

The New Mid-range Management Plan and the Business Performance for this Interim
Period |

In response to the significant decline in profits in the precedmg period, Epson developed a
rmd—range management plan in March 2006 called “Creation|and Challenge 1000,” which
will serve as the focal point of Epson’s management mnovatlon stratégy. Epson is currently
poolmg its combined strengths as a collective group to achleve more than 10 billion yen in
ordmary income, in accordance with the 5 mid-term group management principles set out in
the rmd-range management plan. This interim period, we redeﬁned and reinforced our
business and commercial product portfolio based on the m1d-range management plan and
made efforts to reform our business structure, enabling us to achieve profits exceeding those

of the same period last year.

For 'the jink-jet printer business, our marketing strategy focused on the profitability of the
printers. Based on this strategy, we thoroughly examined the product mix for each region
and’ enacted measures to reduce the shipments of unproﬁtable models. Costreduction
efforts, 1ncludmg our reduction of fixed costs, and the deprec1at10n of the yen led to profits
greater than the same period last year.
i

In the display business, demand for mobile phones actual!ly increased, but intensified
competition led to price drops. Attempts to expand the range in which displays can be
applied beyond mobile phones fell short of expectations, resultmg in a significant fall in
1ncome and profits compared to the same period last year.

As a result net sales for this interim period was 677,390 rmlllon yen (a 5.9% decrease from
the same period last year), operating income 20,959 million yen (249.1% increase over the
same pelnod last year), and ordinary income 20,880 million yen (135.2% increase over the
same period last year). Net income for the period was 412 million yen (it was 1,160 million
yen I1n the same period last year). .o

*Interirn Group Management Principle

1. Redeﬁne & reinforce the business and product portfolio
2. Reorgamze the device businesses

3. Streamlme costs

4, Reform the governance system

5. Reform the corporate culture

Dividends

The mteinm dividend is 16 yen per share, which is equivalent to last year ’s.  We are moving
forward to improve cash flow by increasing managerial efﬁcxency and profitability and our
fundamental policy is to continue providing our shareholders w1th sound returns. . When we
provrde dividends, we do so after giving considerable thought to the demand for funds for
future busmess strategies and to the state of our results and ﬁr'rances Our business results
have 1ncreased over the same period last year, but since we are still in the middle of

| . ' i




impIeménting improvement measures based on the mid-range management plan, we will not
change the dividend forecast at the start of this period. We will instead pay a dividend equal
to that of the previous period.

Manage:ment strategies for second half of FY 2007

We aim to manage Epson in such a way that earns not only your trust as our shareholders, but
. the trust of all our stakeholders. We are thus firmly aware that t]o earn that support we must
achieve the mid-range management plan based on the mld-range group management policy,
especmlly in this initial year, and clearly demonstrate a recovery in our business performance

To thls end, we will remain steadfastly dedicated to our reforms and to employing various
initiatives in the second half of fiscal 2007. Cost reduction Iis taking effect in the display
business, but the expansion of the range of application of dilsplays' beyond that of mobile
phones is again not expected to progress as initially planned. We also anticipate that
fluctuations in customer demand will make it difficult to secure the expected level of sales in
the mobile phone related display business. We will therefore a1m to quickly turnaround and
improve our results by reinforcing our sales structure and thoroughly reducing costs,
including fixed costs, even more than we have to date.

In the inkjet printers business, we will be pushing ahead with growth-generating measures by
enhancing the basic capabilities of the printers and selling new products with ink cartridges
that are even easier to use. And we will continue with our marketing strategies focusing on
the profitability of printers.

Lookmg to the future, Epson will unite as a collective group to recover its business
performancc for this period and achieve the mid-range management plan. We thank you for
your valued support and assistance and hope that you will cont;hug: to do so.

Nm}ember 2006

Seiji Hanaoka
President
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A look at sales by business segment

Epson’s business is composed of three main businesses: the ;nfbnnationfelated equipment

business, the electronics devices business, and the precision products business.

The

following data shows inforrmation on the net sales and operatmg income for those businesses

in comparison with the same period last year. The make up ‘of net sales and operating
mcome by business segment after Interim March 2005 is also set out below

Nethales by Business Segment

Interim Interim Interim
March l\ggggh M%:quh I\élgg%h March
_: 2005 2006 2007
Consolidated Net Sales 6,834 14,797 7,202 15,495 6,773
Information-Related Equipment 4,345 9,460 ' 9,764 4,179
Business
Electronic Devices Business 2,207 4,826 12,579 5,269 2,310
Precision Products Business 438 811 | 429 857 460
Other Businesses 179 345 | 162 329 154
Eliminated and Corporate (335) (645) [(377) (725) (331)

Notes:

(100 million yen)

Amounts have been rounded down to the unit shown (except for the share data).

15,000
10,000
5,000 ]
- lnformation—l-'\‘lela'-‘.ed Equipment Business
BB  Electronic Devices Business
. BB Precision Products Business
; 0 B Other Businelsses
; B Eiminated and Corporate
5000 - c-emmemtso s mmmmmmmmmm -
! Interim 2005 Interim 2006  Interim
! 2005 March 2008 March 2007
March March March




Opej;ating Income by Business Segment

Interim Interim Interim
March I\é[g(r)csh Majlrc_h ; l\leg(r)%h March
: 20035 2006 2007
Consolidated Sales Profit 658 909 | 160! 257 209 |
Information-Related Equipment 309 615 150, 450 323
Business ' L
Electronic Devices Business 371 385 ' (30): 97 (83)
Precision Products Business 27 24 10 23 27
Other Businesses (51) (130) {73)! (127) (62)
0 14 2 9 4

Eliminated and Corporate

L (100 million yen)

Interim 2005
2005
March

March 2006

Interim 2006
March
March

Interim
2007
March

e

EQNNE

[}
b

[

1
Information-Related E‘Equipmeljt Business
Electronic Devices Business :

Precision Products Business
Other Businesses ‘

Eliminated and Corporate

|
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1.  Information Related Equipment Segment

Businesses in this segment are the printer business (which includes inkjet printers, laser
printers, dot-matrix printers, broadsheet inkjet printers and thelr consumables, color image
scanners, mini-printers, POS systems-related equipment), the imaging devices business
(which includes LCD projectors, large screen LCD projector telev1snons LCD screens and
label writers), and other businesses (such as PCs).
Net:sales in this segment for interim (March) FY 2007 were [417,993 million yen (a 5.2%
decrease from the same period last year).

In the printer* business, in addition to having their shipments decreased in order to meet the
first-year stage of the mld-range management plan, inkjet pnnters were also affected by price
drops. (*Hereafter in this report, references to printers also include their respective
consumables.) Low-priced models of the dot-matrix pnnters‘ showed an increase in sales.
Demand for terminal modules rose and they benefited from! the depreciation of the yen.
Sales of laser printers were down, however, as a result of mtehsnfied competition. Overall,
therefore, income from the printer business decreased.
In the imaging devices business, demand for OEM engines for projector televisions fell but,
among other positive factors, low-priced LCD projector models for business use saw a
considerable rise in demand. This all led to a rise in revenues from the imaging devices
business.

Epson s operating income for interim (March) FY 2007 thus endecl. at 3,238 million yen (a
114.0% increase over the same period last year) as a resuit of the revised product mix for
1nk]et printers (which focused on the profitability of printers), Epson’s return to profitability
(due to the cost reduction of sales and general administration costs), positive outcomes with
LCD projectors, and the depreciation of the yen. '




[Page 12]
2. . Electronics devices segment

Busmesses in this segment are the display business (whlch includes our small and
medium-sized LCDs and our high-temperature polysilicon TITT (thin-film transistor) liquid
crystal panels), the semiconductor business (CMOS, LSIs), and the .quartz devices business

(which includes crystal units, crystal oscillators and optical dev1‘ces) ;

Net 'sales in this segment for interim (March) FY 2007 were 231,072million yen (a 10.4%
decrease from the same period last year).

Although there was increased demand for mobile phones, mtens:ﬁed competition in the
display business exerted a downward pressure on prices of MD-TFD LCD, amorphous silicon
TFT LCD, and color STN LCDs, and orders for low—temperature polysilicon TFT LCDs were
lackluster . These results decreased the overall revenue for the display business.

In the semiconductor business, system LSI. was subject to intensified competition and
declmed in numbers, as with the numbers and prices of other‘ products. The effect of this
was conmderably less revenues over the entire semiconductor business.

And in the quartz devices business, prices fell across the board, but the effect of the business
rnerger with Tokyo Tsushin Kogyo Co., Ltd., amounted to a sngmﬁcant increase in revenue.

i
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Interim (March) FY 2007 thus saw the electronics devices segment record an operating loss of
8,333 million yen (Epson recorded an operating income of 3,095 million yen in the same
peribd last year). This loss was the result of reduced revenues in the display business
although there were favorable factors: profitability improved i 1n the semiconductor business,
where fixed costs decreased due to the fixed-cost structural reform of the previous period, and
the business merger in the quartz device business positively affected the electronics devices
segment.

3. . Precision products business

Buéinessc’s in this segment are the watch business (which|includes watches and watch
movements), the optical business (which includes plastic corrective lenses), and the factory
automation product business (which includes horizontally articulated robots, handlers ,
industrial inkjet appliances).

Net sales in this segment for interim (March) FY 2007 were 46 ,065 million yen (7.2%
mcrease over the same period last year).

Although this segment was affected by the optical device busmcss shifting to the electronics
device segment, new sales of industrial inkjet appliances and the increased demand in IC
handlers emanating from the steady semiconductor market conduced increased revenues for
the Lsegment as a whole. '

0pérating income, due to the effects of the expanding component ratio for high added value




products in watch sales, ended at 2,786 million yen (171.3% increase over the same period
last year).
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ng‘rview of Consolidated Accounts

Outline of Interim Consolidated Balance Sheet

(Al 'units: 100 millions of yen)

Interim: March March 2006
2007 (As of March 31,
(As of S:eptember 2006)
30, 2006)

Assets ,

Current assets 8,235 7,959
Chsh and cash equivalents ‘ 2,212 2,330
Notes and accounts receivable, trade ’ 7 2,'564 2,447
Inventories | 2,144 1,920
Others | 1,355 1,298
Allowance for doubtful accounts | @ (36)

Property, plant, and equipment l 5,027 5,298

Tangibles 4,176 4,261
Buildings and structures | 4,542 4,500
Machinery and equipment | 5,788 5,682
Fflnlitu_re and fixtures | 2,134 2,089
Land - | 679 668
Others l 35 61
Accumulated depreciation ‘ (9,023) (8,742)

Intangibles | 234 242

M\Eestments and other assets ‘ 615 793
Investment securities [ 479 498
Other assets | 141 300
Allowance for doubtful accounts | 4) 4)

Total assets | 13,262 13,257

Note: 1. All amounts have been rounded down to the unit shown (same for all amounts in a}l balance sheets

below).
2. The “Shareholder’s equity™ section for March 2006 has been modified to match the “Net Assets”
section for Interim March 2007 (except for deferred hedge profit and loss).
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Interim March

l March 2006
2007 (As of March 31,
(As of Sleptember 2006)
; 30, 2006) :
Liabilities o
Current liabilities | . 5,820 5,079
Notes and accounts payable, trade | 1,514 1,286
Short-term bank loans | 919 503
Current portion of long-term debt \ . 1,294 1,137
A:(i:coun_t_s payable \ 911 1,023
Other | 1,179 1,128
Fixed liabilities | 2,418 3,116
Bond 527 527
Long-term debt 1,466 2,128
Other current liabilities | 425 460
Total liabilities | 8239 8,195
Net Assets
Shéfeholders’ equity . 4,572 4,600
Capital | 532 532
Additional paid-in capital | 795 795
Retained earnings | 3,245 3,273
Tféasury Stock ‘ (0) ()]
Eval:uation and exchange rate variance \ 181 144
Net unrealized gains on other securities | 96 105
'Deferred hedge profit and loss | '(2) -
Translation adjustments ‘ 87 39
Minérity shareholders equity ‘ 269 317
Totafl net assets I ‘ 5,023 5,062
Total liabilities and net assets | 13,257

k]

Intei‘im Consolidated Balance Sheet Highlights

Total‘: Assets

Due to the scrutiny and revisions of capital investment, the total

the previous period.

Inventories

13,262

assets is on the same level as

In preparation for end-of-year sales competition, there; was more inventory of




information-related equipment, so inventories were up by 22, 400 million yen compared with
the end of the previous period.
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Outiline of Interim Consolidated Statements of Income

- (Al units: 100 millions of yen)

Interim March Interim March
20:07 2006
(April |1’ 2006, (April 1, 2005,
through Sleptcmber through September
30, 2006) 30, 2005)

Net sales | 6,773 7,202
Cost of Sales | 5,158 5,628
Total Sales Revenue | 1,615 1,574
Sales Cost and General Administration Cost | 1,405 1,514
Operating income | 209 60
Non-operating Profit | 72 64
Non-operating Cost 1 73 35
Ordinary income ] 208 88
Special Income 7 3
Special Loss | 53 14
Interim income before income taxes etc. | 162 76
Corporate Tax, Inhabitant Tax and Business Tax \ 83 67
Corporate Tax etc. Adjustments \ 121 12
Min:ority Shareholders’ Income ‘ 47 1
Net interim income (loss) | 4 an

3

Outiine of Interim Consolidated Statements of Cash Flow

{All units: 100 millions of yen)

Interinil March Intertm March
2907 2006
(April rl’ 2006, (April 1, 2005,
through Sieptember through September
i 30, 2006) 30, 2005)
Casb flows from operating activities | 496 268
Cash flows from investing activities | (475) (583)
Cash flows from financing activities | (134) 529
Effect of exchange rate fluctuations on cash and 3 12
casﬁ equivalents
Net;'increase (decrease) in cash and cash equivalents | (110) 226

il
i
"




Cash and cash equivalents at the beginning of the

2,801 2,349
year
Cash and cash equivalents due to the merger of - 1
non;consolidated subsidiaries
Cash and cash equivalents at the end of the interim 2,577

period
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Overview of Non-consolidated Accounts

Outline of Interim Non-Consolidated Balance Sheet

(All funits: 100 millions of yen)

Interin? March March 2006
2007 (As of March 31,
(As of St:aptember 2006)
| 30, 2006)
Assets ’
Current assets | 4227 3,785
Property, plant, and equipment 1 4,603 4,893
Tangibles 2,460 2,594
Intangibles | 155 159
Investments and other assets | 1,987 2,139
Total assets | . 8,830 8,678
Liabilities |
Current liabilities | 3,922 3,148
Fixed liabilities | - 1,657 2,316
Total liabilities | . 5,580 5,465
Net fhssets \ o
Shareholders’ equity | 3,164 3,117
Capital . | 532 532
Additional paid-in capital | 795 795
Retained earnings | 1,837 1,790
Tréasury stock | (0) (4]
Evaluation and exchange rate variance | 85 96
Totzil net assets \ 3,249 3,213
Total liabilities and net assets . 8,830 8,678

Note: The *“Shareholder's equity” section for March 2006 has been modified to match the “Net Assets”

section for Interim March 2007.




Out:line of Interim Non-consolidated Statements of Income

(Al units: 100 millions of yen)

- (All units: 100 millions of yen)

Interin'i March
20|07f
(April } 2006,
through %eptember

Interim March
2006
(April 1, 2005,
through September

30, 2006) 30, 2005)
Net sales | 4,181 4,433
Cost of Sales | 3,578 4,071
Total Sales Revenue 602 361
Sales Cost and General Administration Cost | 379 486
0pejrating income (loss) l 7] (125)
Noriloperating Profit ‘ 110 124
Non-operating Cost . 55 33
Ordinary income (loss) | 27 (34)
Special Iicome |0 2
Special Loss 1 105 6
Interim income (loss) before income taxes etc. | 172 (38)
Corporate Tax, Inhabitant Tax and Business Tax ‘ ( 13) 201
Cor[;orate Tax etc. Adjustments | 107 (14)
Net interim income (loss) ‘ 78 3)
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Set forth below are the English documents referred

October 25, 2006

ENGLISH DOCUMENTS

EXHIBIT B

to in ANNEX A, Section B.

Section B  item 1

CONSOLIDATED RESUII_.TS FOR THE HALF

YEAR ENDED SEPTEMBER 30, 2006




EPSON

SEIKO E

PSON CORPORATION

3-5 Owa 3-chome Suwa, Nagano

392-8502, Japan
 Tel: +81-266-52-3131
http:/fwww.epson.co.jp/e/

October 25, 2006

CONSOLIDATED RESULTS FOR

THE HALF YEAR ENDED SEPTEMBER 30 2006

Consolidated Financial Highlights

<I_nc6me statements and cash flows data>

(Millions of yen, thousands of U. S dollars except for per share data)

5 Six months
Six months ended Year ended ended
September 30 March 31, |September 30,
: 2005 2006 Change 2006 2006
Statements of Income Data: |
Net sales ¥720,244 ¥677,390 (5.9%) ¥1,549,568 | $5,745,462
Operatmg income 6,004 20,960 2491 % 25,758 177,778
Income (loss) before income taxes 7,699 16218 | 11 0.!7 % (20,047) 137,557
and _rmnonty interest
Net income (loss) (1,161) 413 - % (17,917) 3,503
Statements of Cash Flows Data:
Cash flows from operating activities 26,872 49,638 84.7% 117,497 421,018
Cash flows from investing activities (58,398) 47,560)| (18, 6%) (95,266) (403,393)
Cash lflows from financing activities 52,959 (13,497) -| % 19,123 (114,478)
Czsfhd?:‘;:gff; equivalentsattheend| 557937 | 260078 | 44%| 280,114 | 2,282,256
Per Share Data:
Net income (loss) per share -Basic (¥5.91) ¥2.10 - % (¥91.24) $0.02
Diluted ¥- ¥- ] % ¥- $-
<Balance sheets data> (Millions of yen, thousands of UsS. dollars, except for per share data)
| September 30 |~ March 31, | September 30,
! 2005 2006 | . 2006 2006
Total assets ¥1,374,228 ¥1,324,843 ||  ¥1,325,206 $11,237,006
Shareholders’ equity 479,475 475,408 474,520 4,032,299
Shareholders” equity ratio (%) 34.9% 359% , 358% 59%
Shareholders’ equity per share ¥2.441.77 ¥2,421.06 | + ¥2,41654 $20.53

Notes

1

I. '‘The consolidated figures are prepared on the basis of accounting principles generally accepted in Japan,
.which are different in certain respects as to application and disclosure requirements of International
Financial Reporting Standards, and are compiled from the consolidated figures prepared by the
Company as required by the Securities and Exchange Law of Japan. '

II. Figures in ‘Change’ column are comparisons with the same period of the i)revlous year.

M 1
I Di]uted net income per share are presented only if there are dilutive factor’s present.

IV, U S. dollar amounts are included solely for the convenience of readers

These translations should not

be construed as representations that the yen amounts actually represent or have been or could be

converted into U.S. dollars at that or any other rate.

2006 has been used for the purpose of presentation.

The rate of ¥117.90 = U.S.$1 at September 30,

1
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Overview of the Business Group

The Epson Group's (“Epson”) main business segments comprise the development, manufacturing and
marketing of information-related equipment, electronic devices, precisilon products, and other products.
Research and development and product development are conducted primarily by Seiko Epson Corporation
Production and sales are handled by the Company and its subsidiaries and affiliates,
domestic and foreign, under the management of the Company’s operations divisions.

(“the Company™).

The business segments, as well as the main subsidiaries and affiliates in each business segment, are
summarized below. A

Iliformation-related equipment business segment: o

1

This segment primarily comprises the printer business and the visual mstmmems business; this segment
deve10ps manufactures and sells printers, 3LCD projectors, and personal computers among other products.

' ‘
» Operations

Main subsi:diarics and affiliates

Main products
Manufacturing company i : Sales company
e Tohoku Epson Corporation .
;;:‘1:' “_1:.::;5 printers, Orient Watch Co., Ltd. " | Epson Sales :lapa.n Corporation
dot ml:t:'ix :mcrs Epson Portland Inc. Epson America, Inc.
prnters, Epson El Paso, Inc. Epson (UK.} Ld.
, large format inkjet printers, Epson Telford Lid Epson Deutschland GmbH
Printer and related supplies P .. ) Epson France §.A
color image scanners Epson Precision (Hong Kong) Ltd. P fiee 5.4,
Yor Imag ’ Singapore Epson Industrial PtelLid. | EPson ltall.a §-p-a.
mini-printers, Epson Iberica, S.A.

printers for use in POS
systems and others

P.T. Indonesia Epson Industry l
Epson Precision (Philippines}, Inc.
Tianjin Epson Co., Ltd.

Epson Korea Co., Ltd.
Epson (Shanghai) Information
. Equipment Co., Lid.

i
Visual instruments

3LCD projectors,
HDTV LCD projection
televisions,

LCD monitors,

label writers and others

Epson Hong Kong Ltd.
Epson Taiwan Technology &
' Trading Lid.

Epson Singapore Pte. Ltd.
Epson Australia Pty. Ltd.

v

Epson Precision (Hong Kong) Lid.

Others

Personal computers and
others

Epson Sales Japan Corporation
Epson Direct Corporation
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Eléctronic devices business segment:

: Tlus segment primarily comprises the display, semiconductor, and quartz device businesses; this segment
Q- mainly develops, manufactures and sells small- and medium-sized LCDs CMOS LSI, and crystal

oscillators among other products.

Main subsidiaries and affiliates
,Operations Main products . :
‘ Manufacturing company Sales company
’Y | SANYO EPSON IMAGING
Small-and medium-sized DEVICES CORPORATION
: LCDs Suzhou Epson Co., Ltd.
Display HTPS-TFT panels for 3LCD Sanyo Epson Imaging Devices Epson Toyocom Corporation
projectors and others HK)Ld. ) SANYO EPSON IMAGING
Sﬂ“}’f{ Epson Imaging Devices DEVICES CORPORATION
(Phils.) Inc. Epson Electronics America, Inc.
Epson Europe Electronics GmbH
e i Tohoku Epson Corporation Epson (Chinz) Co, Lid @
Semiconductor CMOS LSI and others Y-asu Semiconductor le'poratiqn * | Epson Hong K 0; g I.x d.
! Singapore Epson Industrial Pte. Ltd. Epson Taiwan Technology &
Epson Toyocom Corporation (I Tradiqg L.
' | Crystal units, Orient Watch Co., Ltd. * | Epson Singapore Pte. Lid.
Quaitz device crystal oscillators, Suzhou Epson Co., Ltd. |
] optical devices and others Epson Toyocom Malaysia Sdn. Bhd. | |
@ ‘ Epson Toyocom (Thailand) Ltd‘ Dl
| i
Precision products business segment:
This segmient primarily comprises the watch, optical products, and factory automation systems businesses;
this segment mainly develops, manufactures and sells watches, watch movements, plastic corrective lenses,
'. and precision industrial robots among other products.
; Main subsihiairies and affiliates
‘Operations - Main products —
Manufacturing company Sales company
- |
Watch Watches, Epson Prectsion (Hong Keng) Lid. Time Tech (Hong Kong) Ltd.
watch movements and others | Singapore Epson Industrial Pte.l Lid. | Time Module (Hong Kong) Ltd.
®
. Plastic corrective lenses and | Seiko Lens Service Center
Optical products . -
: others Corporation
: Precision industrial robots, ‘
Factory automation IC handlers, _ Epson America, Inc.
systems industrial inkjet equipments Epson Deutschland GmbH
) and others
e

Other business segment:

This segment comprises the businesses of subsidiaries that offer services

|wi1!1in Epson and new businesses

still in the start-up phase that are aimed at optimizing current management resources.
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Thé follovu%ing operations system diagram describes the overview of the busiﬁess éroup outlined above.

L] +

Customers

4

! [Sales companies]
Epson Sales Japan Corporation
Epson America, Inc.

Epson (U.K.) Lud.

Epson Deutschland GmbH
Epson France S.A.

Epson Italia s.p.a.

Epson (Shanghai} Information
| Equipment Co., Ltd.

Epson Hong Kong Ltd.

Epson Singapore Pte. Ltd.

Epson Taiwan Technology & Trading Ltd.

ﬁ

[European regional
headquarters]

Epson Europe BV,

AVAN AN

R m—
3 |

[Sales companies]
Epson Electronics
America, Inc.

Epson Europe
Electronics GmbH
Epson (China) Co., Ltd.
Epson Hong Kong Ltd.

{} N\

[Sales/manufacturing
companies]
SANYO EPSON IMAGING
DEVICES CORPORATION
Epson Toyocom
Corporation

Vi

[Manufacturing companies]
Orient Watch Co,, Ltd
Suzhou Epson Co., Ltd.
Sanyo Epson Imaging
Devices (H.K.) Lad.

AEpson America, Inc.

'[Salcs companies)

‘Epson Deutschland GmbH
‘Time Tech (Hong Kong) Ltd.
“Time Module (Hong Kong) Lid

/\

AN

-

Seiko Epson Corporation

v

*--o----

i [Manufacturing companies]
Orient Watch Co., Ltd

Epson El Paso, Inc.

Epson Precision (Hong Kong) Lid.
Singapore Epson Industrial Pre. Luid.
P.T. Indonesia Epson Industry
Epson Precision (Philippines), Inc.

| Information-related Equipment

[Manufacturing companies]
Yasu Semiconductor Corporation
Singapore Epson Industrial Pre. Lid.

Electronic Devices

i Business Segment

| [Manufacturing companies]

[Service companies]

Business Segment

Business Scgment

'Epson Precision (Hong Keng) Led. Epson Logistics
Singapore Epson Corporation
Industrial Pre. Lid
[
Precision Products Other

Business Segment

Note: 1. Time Module (Hong Kong) Ltd. is an equity method affiliate. All others are consolidated

subsidiaries.

2. Epson Toyocom Corporation, a subsidiary of the Company, is listed on the first section of Tokyo

Stock Exchange.

[Legend symbol]

C—————"> and services

Provision of products

wnenmsmmnan > Provision of components
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Management policies

1.. Management Policy

Epson strives to fulfill its responsibilities as a good corporate citizen on a variety of fronts. These
res:ponsibi.lities include paying close attention to corporate ethics allld risk management, improving
customer satisfaction and product quality, and managing environmental} performance. With "creativity
and challenge” as the focal point for the Group's collective capabilities, Epson is aiming to further enhance
its corporate value.

|.
This comxiﬁtment is summarized in the following management philosophy: :
!

"Epson is a progressive company, trusted throughout the world
because of our commitment to customer satisf.'l:tction, !
environmental conservation, individuality, and teamwork.
We are confident of our collective skills and meet challenges
' with innovative and creative solutions.”
!
2.: Mid-to Long-Range Management Strategy and Issues

Eﬁson established a medium- to long-range corporate vision, SEQ7, as a guiding policy for achieving steady
growth into the future and fully capitalizing on the Company’s core co'mpetencies as a leading name in
in{aging solutions.

i

"Dagatai Image Innovation" is the key theme in SEOQ7. Accordlngly, Epson is concentrating its
managcmcm resources in high-growth business domains, the so-called; "3:" imaging fields: imaging on
papcr (i1, printers), imaging on screen (i2, projectors), and imaging on glass (i3, displays). Epson seeks to
further expand each domain by leveraging teamwork and synergies bctwcen its finished product and
clectromc devices businesses, while at the same time creating new mrkéts and busmesses by emphasizing

teamwork and convergence in the "3i" fields.

Epson remains committed to the original direction of SE07 but is operatmg in an extremely difficult
business environment, The Company is faced with intensifying price compclmon and shrinking product
cyjclc times. These are largely a result of two factors, One is the escalating competition brought about
by advances in digital technology that have lowered barriers to marketl entry. The other is product and
technology maturation, which is making differentiation increasingly difficult. On the other hand, Epson’s
ahility to achieve target costs from the design stage through a design-to-cost approach and its ability to
achieve a quick return on investment have not been satisfactory. As a result, Epson has been unable to
fully levcrage its strengths and respond to changes in the business environment.

Given these conditions, Epson formulated a mid-range business plan, Creanv:ry and Challenge 1000, in
March 2006, to initiate a business recovery and restart growth. The mld-range business plan will run for
th:ee years, starting in April 2006. It is intended to drive changes in|the management structure and in
management itself. It also aims to turn business around in the 2006 fiscal yea: and achieve income growth
into fiscal 2008. v

LI

Epson is committed to achieving the planned objectives and is developing 1nd1v1dual business actions and
stratcglcs based on the Epson Group mid-range policies shown below.

5
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Epﬁon Group Mid-Range Business Policies : i
i: !

. 1. Redefine & reinforce the business and product portfolio Vo
Reinforce and maintain No. 1 product families and furthorI enhance capabilities in research,
technology and product development to drive solid growth in the future. -

; 12, Reorganize the device businesses i |

.‘ Restructure fixed costs and drastically realign and reinforce operanons 0 achreve a quick

: ' recovery in earnings potential. P

3 Streamline costs : |

: " Rebuild all businesses and operations around cost, driving hor;ne eifﬁciency of all costs.

i 4. Reform the governance system !

: Separate the “corporate management & oversight” and “bulsin:ess oxccuﬁon” responsibilities;

speed up execution and the decision making process, and improv;e overall drive and vitality

3 in order to follow through on Creativity and Challenge| 1000 and increase management

':' transparency. |

¢ 5. Reform the corporate culture D

Everyone must go back to the fundamentals of Epson found m the spirit of “Crearivity and
challenge”, “S&A (Start together and achieve together)” and “One Epson™ to radically boost

F

earnings potential and ensure solid future growth. ,

3

3 Basic Policy on Profit Allocation ! i

Epson strives for the ongoing enhancement of management efficiency andﬁproﬁtablhty These efforts are
rcsultmg in the improved cash flows required to fulfill Epson's basic pohcy of consistently providing a

“stable payment of dividends. Epson is thus committed to returning proﬁts to; shareholders, following a

comprehcnswe analysis of the Company's funding needs in light of future busmess strategies, as well as its
performancc and ﬁnancnai outlook. ; )
P
EpSOn intends to allocate an internal reserve to capital investment to strcngthen its corporate structure, and
toinvest 'in research and development for new technologies to strengthen the Company's future
management structure. L

4 Matters Relating to the Parent Company, etc. :

|
Nonc applicable : i
| o

. . i

' 0perat1ng Performance Highlights and Financial Condition
. : )
1. . Fiscal 2006 First-Half Overview |
Although soaring crude oil prices and other elements of concern persisted, the global economy steadily
recovered during the period under review. In addition to continued growth 1n U.S. markets and broad, -
sustamed strength in China and other countries of Asia, the global rccovery was aided by a gradual upturn.
in JEurope Meanwhile, the Japanese cconomy also recovered, with nmprovegi corporate earnings spurring a
rise in capital spending and gains seen in personal spending. '

i 1
. Lo
"| ' [ :
Epson s main markets were as follows. The inkjet printer market remamed strong in Asia while demand in
Japan the U.S. and Europe shrank from the period a year ago. Last year's trend toward multifunction (all-

m-pne) inkjet products had continued. In the laser printer market, sales of low—prlced color laser models

S 6
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grew, Sales of monochrome units also remained strong, : P
: ! :
The total projector market expanded, with the market for business models growing around low-priced
models and increasing demand for home-theater projectors.
The market for electronic devices used in mobile phones remained fwlrn.;ThiF was due to demand for
replacement handsets in North America and growth in new subscriber demand in emerging markets in Asia

and Africa. ‘ o

Mcanwhﬂe however, the markets for Epson's information-related cqmpmem and electronic devices
segments suffered from price erosion due to fierce competition in both l.cgmen_ts and a relentless shift of
demand toward the low-price zone. C
In the precision products market, demand for solar-powered radio-controlled watches remained strong in
Japan while demand for eyeglass lenses in the low-price zone was als;o| sohd Meanwhile, a demand for
factory automation systems was driven higher mainly by a rise in caplta] investment, which was triggered
by; an economic recovery and by a solid demand for semiconductors used in finished goods such as mobile
phones and digital home electronics. '

Ep:‘son responded to a deterioration in financial performance in the 2005 fiscal yéar by launching, in March
2006 a new mid-range business plan called “Creativity and Challenge|1000™ and is pressing forward a
vanety of actions designed to improve business performance and restart growth Against this background,
in the 2006 fiscal year Epson is operating under a reduced fixed cost burdcn having carried out fixed-cost
restructuring primarily in the electronic devices business segment in the 2005 fiscal year in line with this
plan. In the inkjet printers business, the Company has carefully tailored its product mix in each region to
maximize profitability and, as a result, is pursuing a policy of strateglca]ly reducing shipment of
unprofitable models, including those that generate low print volumes.

Th'é average exchange rates of the yen against the U.S. dollar and of the yen against the euro during the
ﬁrst half of the year under review were ¥115.38 and ¥145.97, respccuvely This represents a 5%
deprecumon in the value of the yen against the dollar and an 8% dcpreclatlon in the value of the yen against
the euro compared to the same period last year.

As a result of the foregoing factors, net sales for the first half of the current fiscal year were ¥677,390
million ($5,745,462 thousand), down 5.9% compared to the same pcnod last year. Operating income was
¥20,960 million ($177,778 thousand), up 249.1% compared to the same period last year. Income before
mcome taxes and minority interest was ¥16,218 million ($137,557 thousland), up 110.7% compared to the
same period last year. First-half net income was ¥413 million ($3,503 thousand), compared 1o net loss of
¥1 161 mﬂllon in the same period last year.

Operating Performance Highlights by Business Segment

A iSegment-by-segment breakdown of financial results is provided below.

Information—elated equipment:

Revenues in the printer business as a whole declined. Inkjet printer (including consumables, as in all printer
disg;cussions below) results were negatively affected by price erosion, as \IhfeH as by a strategic reduction in
unit shipments, in line with the first year of the mid-range business plan. In the dot matrix printer business,
sales of low-priced models increased, while the terminal module business was affected by a rise in demand
and a weaker yen. Laser printer unit volume declined as competition grew fiercer.
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Total visual instrument business revenue rose. Demand for OEM project\ior:l T\'( engines declined. On the
other hand, demand for 3LCD projectors, especially low-priced business mo?els,?increased sharply.

contributed to the increase, including, for example, an inkjet printer pro‘duct m:lx optimized to maximize
margins, a reduction in selling, general and administrative expenses that qnablled improved profitability,

gr(jwth in 3LCD projector revenue, and a weaker yen. |

As a result of the foregoing factors, first-half net sales in the 1nform‘at10n-related equipment business
segmem were ¥417,993 million ($3,545,318 thousand), down 5.2% compared to the same period last year,
while operating income was ¥32,309 million ($274,037 thousand), up 1 14 0% compared to the same penod

last ycar

Nétc that, effective as of the start of the current fiscal year, “printer business™ i$ used instead of “imaging
and information product business.” .

Electromc devices: E

Revcnues in the display business as a whole fell sharply. Although hanc‘iset demand rose, prices for MD-
TFD LCDs, amorphoussilicon TFT LCDs, and color STN LCDs were dnven lower by intensified

competltmn Meanwhile, there was continued general weakness in order for LTPS TFT LCDs.
i ] '

k| . . . . i . ..
Revenues in the scmlconductor business as a whole declined. System LS‘I volume declined as competition

intensified. Volumes and prices of other semiconductor products also declined. l

S o
In.:the quartz device business, prices declined across the board, but revcnués:wefe sharply higher as a result

. o . N . [
of the busmcss combination with Toyo Communication Equipment Co., Ltd! :

Operatmg loss in the electronic devices business segment widened due to 2 steep drop in display revenue.

ThlS drop in revenue more than offset the higher revenues created‘ by the quartz device business
combmanon and cancelled out an improvement in profitability in the semicondiictor business, which shed

. . . . . . . | 1
ﬁxpd costs in conjunction with the restructuring carried out in the last fiscal year!

i
. + ]
As a result of the foregoing factors, first-half net sales in the electromc devnces business segment were

¥231 ,073 million (81,959,907 thousand), down 10.4% compared to ti‘lc Isame period last year. Epson

"recorded operating loss of ¥8,334 million ($70,687 thousand) for the ﬁrstnhalf of the current fiscal year,

while it recorded operating loss of ¥3, 095 million in the corresponding penod last year.

'
! .
i

Ré’venues‘ grew in the precision products business segment as a whole. F‘thhough revenues in this segment
were affccted by a decision to re-categorize optical devices under the elc‘ctromc devices business segment,
total revenues benefited mainly from sales of new industrial inkjet equlpments and increased demand for 1IC

handlers from a robust semiconductor market. |

'
p ,
Opcranng income in the precision products business segment rose due to an increase in high-value-added
products as a percentage of total watch sales. 2o

, : P
As” a result of the foregoing factors, first-half net sales in the precision products business segment were
¥46 066 million ($390,721 thousand), up 7.2% compared to the same ‘penodllast year, while operating

mcome was ¥2,787 million ($23,639 thousand), up 171.3% compared to the same period last year.

; ; ‘

. i
ot 8 b
i i

L
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‘ . . . . . . g
Operating income in the information-related equipment business segment increased. A number of factors
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Operating Performance Highlights by Geographic Segment

A region-by-region breakdown of financial results is provided below.

Japan:
Quartz devices and 3LCD projector revenues increased. Meanwhile, MD-TFD LCD, amorphous-silicon
TFT LCD, LTPS TFT LCD and laser printer revenues declined. As aI result, net sales were ¥619,750
million ($5,256,573 thousand), down 3.2% compared to the same pleﬁod last year. Epson recorded
opérating income of ¥21,026 million ($178,338 thousand), while it recorded operating loss of ¥10,148
million in the same period last year.

The Americas;
Réyenucs were up for 3LCD projectors, terminal modules and quartz devices but were down for inkjet
printers and semiconductors. As a result, net sales were ¥140,181 million ($1,188,982 thousand), down

0.1% compared to the same period last year, while operating inconlle was ¥8,198 million (369,534
thousand), down 0.4% compared to the same period last year.

Europe;
Revenues were up for 3LCD projectors and quartz devices but were d{own for inkjet printers and laser
prlmers As a result, net sales were ¥133,564 million ($1,132,858 thousand), down 2.6% compared to the
sarnc period last year. Epson recorded operating loss of ¥2,297 m:lhon ($19,483 thousand), while it
recordcd operating income of ¥659 million in the same period last year.

As:a / Oceania:

ThlS region saw revenue growth in amorphous-snhcon TFT LCDs and qlfiartz devices, and a decline in
revenues from inkjet printers, MD-TFD LCDs, and laser printers. As a result, net sales were ¥403,472
nlillion ($3,422,155 thousand), down 1.1% compared to the same period last year, while operating income
w.is level with the period a year ago, at ¥16,934 million ($143,630 thousand);o.

Cash Flow Performance f

Cash inflows from operating activities for the first half came to ¥49,638 mi]lioﬁ ($421,018 thousand). Net
income was ¥413 million ($3,503 thousand). Depreciation and amortlzf‘mon principally in the electronic
devices and information-related equipment business segments, was ¥42, 948 million ($364,275 thousand).
As for changes to assets and liabilities, notes and accounts receivable, trade increased by ¥9,879 million
($83,791 thousand), inventories increased by ¥18,316 million ($155,352 thousand), and notes and accounts
payable, trade increased by ¥22,693 million ($192,477 thousand). Income taxes pa:d were ¥8,735 million
($74,088 thousand).

Cash outflows from investing activities were ¥47,560 million ($403,393 thousand) due to capital
expenditures, principally in the information-related equipment and electronic devices business segments,
and amounts that came due during this period for tangible and intangible?ﬁxcd assets acquired at the end of
th¢ last period amounted to ¥45,802 million ($388,482 thousand).

Césh outflows from financing activities were ¥13,497 million ($114,478 thousand), primarily due to a net
decrease of ¥9,767 million (382,841 thousand) in debts pursuant to the repayment of long-term debits at
maturity.
As a result of the foregoing factors, cash and cash equivalents at the end of the first half was ¥269,078
million ($2,282,256 thousand).
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2. Second-Quarter Operating Performance

Second-quarter net sales were ¥355,354 million ($3,014,029 thousand), a| decline of 6.5% compared to the
same period last year. As with the situation throughout the first half, a numb'er of factors contributed to the
decline. They were primarily lower unit volume and price erosion m mkjct printers, price erosion
accompanymg intensified competition in MD-TFD LCDs and amorphouslsﬂlcon TFT LCDs, and a decline
in orders for LTPS TFT LCDs. Compared to the same period last year, operaung income was up 26.3%, to
¥l3 946 million ($118,287 thousand); income before income taxes and mmomy interest was down 7.1%, to
¥10,636 million ($90,212 thousand); and net income was up 3.4%, to ¥, 092 ($51,671 thousand). Although
income was negatively affected by a sharp decline in display revenue, lmltomc benefited from strong sales
of terminal modules and 3LCD projectors, an improved laser printer modlel mix, the effects of a revamped
1nkjet product mix that emphasizes printer profitability, and improved proﬁtabnhty in the semiconductor
business. Strict scrutiny and reductions in selling, general and administrative expenses and the effects of a
weaker yen also contributed to higher income.

3., Fiscal 2006 forecast

Th;: full year outlook has not been revised since the outlook was updated on October 18, 2006, as no
apprecnable changes in the operating environment have been observed. The figures in the forecast are based
on assumed full-year exchange rates of ¥114 to the U.S. dollar and ¥146 to the euro.
Consolidated Results Outlook _ :

(Full Year) .

Results for FY2005, | Plan for FY2006 ,
ended March 31, ending March 31 ! Change
: 2006 2007 | ||
Net sales ¥1,549.6 billion ¥1,429.0 billion | -¥120.6 billion (- 7.8%)
Operating income ¥25.8 billion ¥40.0 blllmn ~ +¥14.2 billion (+55.3%)
‘Income (loss) before income
taxes and minority interest (¥20.0 biilion) ¥33.0 bill_ioh +¥53.0 billion (-%)
Net income (loss) (¥17.9 billion). ¥14.0 billion +¥31.9 billion (-%)

Cautionary Statement
This report includes forward-Jooking statements that are based on management’s view from lhc information available at the time of the
announcement. These statements are subject to various risks and uncertainties. Actual results may be materially different from those
discussed in the forward-ooking statements.  The factors that may affect Epson include, but are. not lmmed to, general economic conditions,
the ab:llty of Epson to continue to timely introduce new products and services in markets, consumpuon trend, competition, technology trend,

cxch'ange rate fluctuations.
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Cdnsolidated Balance Sheets

ASSETS

Current assets:

Cash and cash equivalents

Time deposits

Notes and accounts recéivable, trade

Inventories

Other current assets

Allowance for doubtful accounts
“Total current assets
I

Property, plant and equipment:
Buildings and structures
Mak:hinery and equipment
Furniture and fixtures
Land
Other

ch{:umulatjcd depreciation

Investments and other assets:
Investment securities
Intangible assets
Other assets
All@wance for doubtful accounts

o

‘Total assets

: Thousands of
Millions of yen ! U.S. dollars
September 30 | March 31, September 30,
2005 2006 ' 2006 2006
¥257,737 ¥269,078 ¥280,114 $2,282,256
956 2,680 ‘ 2,363 22,731
256,169 256,465 - 244,770 2,175,276
223,407 214,438 192,015 1,818,812
94,360 83,590 ' 79,817 . 708,991
(3,698) 4,127) . (367D (35,004)
828,931 822,124 795,402 6,973,062
427,547 454,284 450,071 3,853,130
524,568 578,806 568,293 4,909,296
195,247 2‘13,4‘15 208,944 1,810,135
58,907 67,977 66,874 576,565
13,177 5511 . 6,200 46,743
1,219,446 1,319,993 1,300,382 11,195,869
{788,637) (902,303) (874,264) (7,6583,121)
430,809 417690 426,118 3,542,748
54,204 47,947 49.810 406,675
25,926 23,454 24,287 198,931
35,070 14,100 30,043 119,593
(712) @72) . (454) {4,003)
114,488 85,029, . 103,686 721,196

¥1,374,228  ¥1,324,843. ¥1 325,206 $11,237,006

The accompanying notes are an integral part of these ﬁna'ncial statements.

11
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P Thousands of
Millions of yén

U.S. dollars:
e ‘ September 30 | | March 31, September 30,
! 2005 20061 i 2006 2006
. LIABILITIES AND C
'SHAREHOLDERS’ EQUITY .
Currént liabilities: o
Shdn-term borrowings ¥57,961 ¥90,547 - ¥49,804 $767,998
@ Current portion of long-term debt 140,534 129,425 L 113,731 1,097,752
: Notes and accounts payable, trade 195,947 151,491 128,605 1,284,911
Accounts payable, other 78,585 91,178, 102,341 773,350
Income taxes payable 5,853 13,232 12,274 112,231
Accrued bonuses 17,218 17,097, 11,833 145,013
Accrued warranty costs 14,381 15,955 17,974 135,326
Accrued litigation and related expenses - 6,181 6,191 . 52,426
® Other current liabilities 63,305 65,519 64,618 555,717
*Total current liabilities 573,784 580,625 = 507,371 4,924,724
' i ' i
! Long-term liabilities: | i
Bonds - 52,700 52,700 446,989
. Long-term debt 250,219 146,605 L 212,859 1,243,469
| Accrued p@ansion and severance costs 17,109 28,018 31,397 237,642
‘ ® Accrued directors’ and statutory auditors’ :
’ retirement allowances 1,976 - 2,096 -
Accrued recycle costs 429 617 554 5,233
Accrued litigation and related expenses - 2,063 . 2,349 17,498
Otljcr long-term liabilities 20,949 11,870 9,655 100,679
| iTotal long-term liabilities 290,682 241,873 | 311,610 2,051,510
| - Co Lo
| ® Minority interest in subsidiaries 30,287 26,9‘31 i 31,705 228,473
Shareholders’ equity: ; :
Common stock [
Authorized - 607,458,368 shares, [
Issued - 196,364,592 shares 53,204 53,204 53,204 451,264
Additional paid-in capital 79,501 79,501 79,501 674,309
EX Retained earnings 347,223 324,595 | 327,324 2,753,138
Net unrealized gains on other securities 6,814 9,658 | - 10,567 81,917
Net unrealized losses on derivative instruments - (259) - 2,197
Translation adjustments (7,263} 8,714 3,929 73,910
Treasury stock, at cost P
September 30, 2005 - 933 shares b
September 30, 2006 - 1,422 shares [
Y March 31, 2006 - 1,307 shares (4) 5 | 3 42)
' !Total sﬁareholders’ equity 479,475 475408 474,520 4,032,299
Com;._ingcm liabilities
! . ' P -
« Total liabilities and shareholders’ equity ¥1,374,228  ¥1,324,843  ¥].325206 $11,237,006
‘ | : o
® ! ‘ l
! f
| : L
‘ ; The accompanying notes are an integral part of these ﬁn:‘mcial statements.
o . T i
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Cénsoli(iated Statements of Income

Six mon_ths ended September 30:

Net sales
Cost of sales
. Gross profit

Selling, general and administrative expenses:

Salaries and wages

Advertising

Sales promotion

Research and development costs
Shipping costs

Provision for doubtful accounts
Other

; Operating income
Other income:
Interest and dividend income
Net gain on foreign exchange
Rental income
Other

Other expenses:
Interest expenses
Net loss on foreign exchange
Loss on disposal of fixed assets
Reorganization costs
Other

" Income (loss) before income taxes and
~ minority interest
Income taxes:
Current
Deferred

- Loss before minority interest
Minority interest in subsidiaries
i Net income (loss)

Per share:
Nét income (loss)
Cqsh dividends

: Thousands of
Millions of yen' U.S. doilars'
Six months

Six months ended | Yetar ended ended
September 30 . March 31, September 30,

2005 2006 | . 2006 2006
¥720,244 ¥677,39(£ ¥1,549,568 $5,745,462
562,803 515,848 1,194,781 4,375,301
157,441 161,542 354,787 1,370,161
38,681 39,118! : 78,381 331,790
11,703 9,032 31,643 76,607
13,193 - 10,577 31,538 89,712
22,551 20,361 44,570 172,697
9,795 9,543 21,537 80,941
160 521 66 4,419
55,354 51,430 ' 121,294 436,217
151,437 140,582 ' 329,029 1,192,383
6,004 20,960 25,758 177,778
1,819 2,752 3,751 23,376
2,304 L T 425 -
728 782 1,469 6,632
1,910 4469 @, 19176 37,905
6,761 8007 . . 24821 67,913
2,916 3,17:!; | 6,730 26,921
- 3,788 - 32,129
799 2,176 2,331 18,456
- 1,970 © 45,532 16,709
1,351 1,641 . 16,033 13,919
5,066 12,749 . 70,626 108,134
7,699 16,211‘3 (20,047) 137,557

|

6,796 8,334 16,564 70,687
1,291 12,184 (7,377) 103,342
8,087 20,518 9,187 174,029
(388) @,300) © . (29,234) (36,472)
773 {4,713) ' (11,317} (39,975)
(¥1,161) Y413 ~ (¥17917) $3,503
Yen U.S. dollars
@s5.91) ¥2.1(I) _(¥91.24) $0.02
¥13.00 ¥16.00 $0.14

-~ ¥20.00

The accompanying notes are an integral part of these ﬁna;nclia] statements.
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Tliree months ended September 30:

Nét sales
Cost of sales
Gross profit
Selling, general and administrative expenses:
Salaries and wages
Advertising
Sales promotion
Research and development costs
Shipping costs
Provision for doubtful accounts
Other

Operating income
Other income:
Interest and dividend income
Net gain on foreign exchange
Rental income
Other

Other expenses:
Interest expenses
Net loss on foreign exchange
Loss on-disposal of fixed assets
Reorganization costs
.Other

Income before income taxes and minority interest
Income taxes

Income before minority interest
Minority interest in subsidiaries

Net income

The accompanying notes are an integral part of these financial statements.

]
P

i

Thousands of

Millions of yen

U.S. dollars
i Three months
Three moqthsl ended ended
September 30! September 30,
2005 | ! 2006 2006
¥380,107 ' ¥355,354 $3,014,029
291,236 . 268,923 2,280,942
88,871 | : 86,431 733,087
19,345 19,362 164,224
5,786 4,973 42,180
7.141 . 5943 50,407
11,361 ' 10,488 88,957
5,084 " 4,804 40,746
90 ST v | 4419
29,018 . 26,394 223,867
77,825 | 72,485 614,800
11,046 | . 13,946 118,287
685 1,277 10,831
784 - -
369 431 3,656
818 : 2,900 24,597
2,656 | 4,608 39,084
1,494 . 1,605 13,613
-1 1,419 12,036
436 r 1,799 15,259
- 1,970 16,709
327 1,125 9,542
2257 | 7,918 67,159
11,445 | 10,636 90,212
4478 | 6,724 57,031
6,967 | 3,912 33,181
1076 | (2,180) (18,490)
¥5,891 | ¥6,092 $51,671
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Six months ended September 30:

i

Balance at March 31, 2005
Net loss for the six months ended
" September 30, 2005
Cash dividends
Decrease due to affiliate excluded
under the equity method
Net unrealized gains on other
securities
Translation adjustments
Changes in treasury stock
Balance at September 30, 2005

Balance at March 31, 2006

Net income’ for the six months
ended September 30, 2006

Cash dividends

Net unrealized losses on other
securities

Effect of cha'ljge in the accounting
standards *

Translation a';ijustmenls

Changes in treasury stock

Balance at September 30, 2006

Balance at March 31, 2005

Net loss

Cash dividends

Decrease  due 10
excluded
method

Net unrealized gains on other
securities :;

Translation adjustments

Changes in treasury stock

affiliates
under the equity

I
Consolidated Statements of Changes in Shareholders’ Equity.
i
Millions ofycn .
Net " Net
unrealized | unrealized
Additional gainson | losses on Treasury
Number of  Commeoen paid-in Retained other delrivative Translation stock,
shares issued stock capital camings securitics | instruments adjustments  at cost Total
196,364,592  ¥53,204  ¥79,501  ¥350,944 ¥3,743 ¥ (¥14,519) ¥3) ¥472,870
- - - (1,161} - - - - {1,161)
- - - (2,553) - - - - (2,553}
- - - ) - - - - ™
- - - - 30M - - - 3,00
- - - - - - 7,256 - 7,256
- - - - - - - {1 10}
196,364,592 ¥53,204 ¥79,501  ¥347,223 ¥6,814 | ¥- (¥7,263) )  ¥479475
196,364,592 ¥53,204 ¥79501  ¥327,324 ¥10,567 ; ﬁ- ¥3,929 (¥5)  ¥474,520
- - - a13 - - - - an
- - - (3,142) - - - - (3,142)
- - - - (509) ' - - - (909)
- - - - - i (259) - - (259)
- - - - - i - 4,785 - 4,785
- ~ - - - - - 0) (0)
196,364,592 ¥53,204 ¥79,501  ¥324,595 ¥9,658 | |, (¥259) ¥8,714 ¥5  ¥475,408
Millions of yen
Net .Nﬂ
unrealized |unrealized
Additional gains on losses on Treasury
Number of  Common paid-in Retained other derivative  Translation stock,
shares issued stock capital camings securities  instruments adjustments at Cost Total
196,364,592 ¥53,204 ¥79,501  ¥350,944 ¥3,743 ¥- {¥14,519) (¥3)  ¥472.870
- - - (1797 - S - - (17,917
- - - (5,695) - . - - - (5,695)
- - - @ - - - - ®
- - - - 6,824 : - - 6,824
- - - - - fo- 18,448 - 18,448
- - - - - 1. - - @ )
196,364,592 ¥353,204 ¥79.501  ¥327,324 ¥10,567 | ' ¥ ¥3,029 ¥5) ¥474.520

Balance at Mar::h 31, 2006

The accompanying notes are an integral part of these financial statements.

15




S T A Tl TR WA R Y WRY VTR W
' p

Balance at March 31, 2006

Net income; for the six meonths
ended September 30, 2006

Cash divider’ids

Net unrealized losses on other
securities |

Effect of change in the accounting
standards.

Translation adjustments

Changes in treasury stock

Balance at September 30, 2006

Thousands of U.S. doliars

Net  Net {
unrealized unjrealim'[ed
Additional gainson | losseson Treasury
Common  paid-in Retained other derivative  Translation  stock,
stock capital earmings securities |instruments adjustments  at cost Total

$451,264  $674309 $2.776285  $89.627 | | §-  s33324 ($42) $4,024,767
- - 3,503 - - - - 3,503
- - (26,650) - - - - (26,650)
- - - (7,710) - - - (7,710)
- - - - (2,197) .- - 2,197
- - - - - 40,586 - 40,586
- = - - . - - {0) (0)

$451,264  $674,309 $2,753,138 $81,917 | ($2,197) $73,910 (542) $4,03229
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‘ !
Three months ended September 30: !
1 Millions of 'ycn
Net " Net
unrealized | unrealized .
Additional gains on losses on Treasury ¢
Number of  Common paid-in Retained other derivative  Translation stock,
shares issued stock capital earnings  securities |instruments adjustments  at cost Total
Balance at June 30, 2005 196,364,592 ¥53,204 ¥79,501 ¥341,339 ¥4,052 ¥- (¥12,356) *3) ¥465;737
Net income for the three months : |
ended Sepltember 30, 2005 - - - 5,891 - - - - 5,89]
Decrease due to affiliate cacluded !
under the equity method - - - (¥)) - - - - | M
Net unrealized gains on other i
securities” - - - - 2,762 - - - 2,762
Translation adjustments - - - - - - 5,093 - 5,093
Changes in treasury stock - - - - - - - (1) | (1)
Balance at September 30,2005 196,364,592  ¥53,204  ¥79.501 _¥7223  ¥6.8M4 | ¥ (47.263) (¥4)  ¥479.475
Balance at lur‘le 30, 2006 196,364,592 ¥53,204 ¥79,501 ¥318,503 ¥9,647 (¥267) ¥2,166 ¥5) ¥4623749
Net income ' for the three months
ended September 30, 2006 - - - 6,092 - - - - 6,092
Net unrealized gains on other i
securities - - - - 1 - - - 1
Net unrealized gains on derivative
instruments - - - - - E 8 - - ]
Translation adjustments - - - - - i - 6,548 - 6,548
Balance ot September 30,2006 196364592  ¥S3204  ¥79501 _¥34595 Y9658 | . (250)  ¥s,7ud ®S)  ¥475,408
: o |
Thousands of U.S. dollars !
Net Net i
unrealized | unrealized i
Additional gains on losses on Treasury |
Common  paid<in  Retained other derivative Translation  stock,
[ stock capital earnings securities | instruments adjustments at cost Total
Balance at Jurie 30, 2006 $451,264  $674309 S$2,701467  $81824 | (82265  $18,371 ($42) $3,924l928
Net income:;for the three months ' 1
ended September 30, 2006 - - 51,671 - - - - 51,671
Net unrealized gains on other '
securities ; - - - 93 - - - i 93
Net unrealized gains on derivative
instrumerits - - - -l e - - | 68
Translation adjustments - - - - - §5,539 - 55,539
$451,264 $674,309 $2,753,138 $81917 | (82,197 $73,910 $42) $4,032299

Balance at September 30, 2006

The accompanying notes are an integral part of these financial statements.
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Cbnsolidated Statements of Cash Flows

: |
Six months ended September 30: i l

: ; - Thousands of
® : Millions of yen U.S. dollars
? b Year Six months;
Six months ?nqed ended ended |
September 30 March 31, September 30,
| 2005 12006 2006 2006
Cash flows from operating activities: !
PY Net income (loss) (¥1,161) ¥13 (¥17,917) $3,503|
Adjustments to reconcile net income (loss) to net cash '
provided by operating activities - :
Depreciation and amortization 53,147 42,948 109,662 364,275
Reorganization costs - 1,937 45,532 16,429
Accrual for net pension and severance costs, less payments 3,115 2,527 9917 (21,434)
Net loss on sales and disposal of fixed assets 689 1,896 2,250 16,081,
Equity in net gains under the equity method (98) (110) (168) (933)
e Deferred income taxes 1,291 12,184 (7,377 103,342,
Increase (decrease) in allowance for doubtful accounts (60) 43 (337 2,909f
(Increase) decrease in notes and accounts receivable, trade 8 9,879) 23,987 . (83,91)
Increase in inventories (43,204) (18,316) (1,695) (155,352)
Increase (decrease) in notes and accounts payable, trade 54,305 22,693 (20,526) 192,477
- Decrease in accrued income taxes {6,411) (401) (1,932) (3,401)
Other (34,749) {1,543) (23,699 (13,087)
® Net cash provided by operating activities 26,872 |49,638 117,497 421,018,
Cash flows from investing activities: 5 |
Proceeds from maturities of short-term investments - 2,000 1,000 16,964
Payments for purchases of property, plant and equipment (53,411) (40,115) (96,099) (340,246)
Proceeds from sales of property, plant and equipment 1,139 1643 1,315 5,454!
Payments for purchases of intangible assets (5,146} {5,687) (9,272) (48,236)
® Paymcjjts of long-term prepaid expenses (326) (728) (3,296) (6,175)
Payments for acquisition of additional stock of an affiliate - (3,306) - (28,041)l
Other {654) (367) 11,086 {3,113)
Net cash used in investing activities (58,398) (47,560) {95,266) (403,393)
Cash flows from financing activities: 1 L |
Increase in short-term borrowings 27,205 40,805 18,471 346,099 I
Proceeds from long-term debt 40,000 P 66,300 o
P Repayments of long-term debt (13,846)  (50,572) (111,786) (428,940)
Proceeds from issuance of subsidiaries’ stock 2,664 o= 2,674 -
Cash dividends (2,553) |(3,142)  (5,694) (26,650)
Other . (511) (588) 49,158 (4,987,
Net cash provided by (used in) financing activities 52,959 {13,497) 19,123 (114,478)|
Effect of 'fcxchange rate fluctuations on cash and cash l ' !
equivalents 1,231 383 3,687 3,248 .
® Net increase (decrease) in cash and cash equivalents 22,664 (115036) 45,041 (93,605):
Cash and’cash equivalents at the beginning of the period 234,904 280,114 234,904 2,375,861 |
Cash and cash equivalents increased by merger of : i
unconsolidated subsidiaries 169 - 169 -1
Cash and-cash equivalents at the end of the period ¥257,737 ¥269,078 ¥280,114 $2,282,256 '
Supplemt@lrltal disclosures of cash flow information: v !
Cash received and paid during the period for - '
® Interest and dividend received ¥1,874 ¥2.804 ¥3,794 $23,783
Interest paid (¥2912) (¥3,126) (¥6,678) ($26,514)
Income taxes'paid (¥13,207) (¥8,735)  (¥18.,496) - ($74,088) .

The accompanying notes are an integral part of these financial statements. : !
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Th'ree months ended September 30:
Thousands of

, Millions of yen U.S. dollars.

: 1 Three months
Three imclmths ended ended

September 30 September 30,

20051 . ' 2006 2006

O
1
i
i
1

Cash flows from operating activities:

Net income ¥5,891 . ¥6,092 $51,671
Adjustments to reconcile net income to net cash provided by ;
loperating activities -
‘jDepreciation and amortization 26,891 22,045 186,981
‘Reorganization costs - 1,937 16,429
;Accru_al for net pension and severance costs, less payments 1,419 (218) (1,349)
:Net loss on sales and disposal of fixed assets 382 1,547 13,121
'Equity in net gains under the equity method (92) 81} (687)
Deferred income taxes (2,574) 12,105 102,672
Increase (decrease) in allowance for doubtful accounts (6) 420 3,562
‘Increase in notes and accounts receivable, trade _ (34,820).  (30,000) (254,453)
Increase in inventories ' ) (27,569)! (11,026) (93,520)
Increase in notes and accounts payable, trade 31,006 ' 33,882 287,379
‘Increase (decrease) in accrued income taxes 3,599 (8,099) (68,694)
Other (1,544) 5,450 46,226
! Net cash provided by operating activities 2,583+ | 34,054 288,838
Cash flows from investing activities: I
Payments for purchases of property, plant and equipment (27,959)f {15,147 (128,473)
Proceeds from sales of property, plant and equipment 343 459 3,893
Payments for purchases of intangible assets (2,159) {2,539) (21,535)
Payments of long-term prepaid expenses - (174) (298) {2,527
Payments for acquisition of additional stock of an affiliate ‘ - {(3,306) (28,041)
Other 37 9,248 78,439
' Net cash used in investing activities (29,912). (11,583) (98,244)
Cash flows from financing activities: |
Increase in short-term borrowings _ 22,124 46,035 390,458
- Proceeds from long-term debt 40,000 : - -
- Repayments of long-term debt (9,964)1 . (49,820) (422,562)
" Other (288) (312) (2,646)
f, Net cash provided by (used in) financing activities 51,872 (4,097) (34,750)
Effect of exchange rate fluctuations on cash and cash |
equivalents 1,277 - 1,455 12,341
Net:increase in cash and cash equivalents 25,820 | © 19,829 168,185
Cash and cash equivalents at the beginning of the period 231,917 . 249,249 2,114,071
Cash and cash equivalents at the end of the period ¥257,737 +  ¥269,078 $2,282,256
Supi)lemel;tal disclosures of cash flow information:
Cash received and paid during the period for - c
Interest and dividend received ¥08 | wan $11,120
Intercst' paid (¥1,703) (¥1,854) ($155725)
Income taxes paid (¥3,452) .{¥2,718) ($23,053)

The accompanying notes are an integral part of these ﬁnar‘lci?l statements.
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N(ites to Consolidated Financial Statements

1. * Basis of presenting consolidated financial statements:

(1) Background -

Seiko Epson Corporation (the “Company™) was originally established as 4 manufacturer of watches but
]atér expanded its business 1o provide key devices and solutions for the digital color imaging markets
thriough the application of its proprietary technologies. The Company operates its manufacturing and

sales business mainly in Japan, the Americas, Europe and Asia/Oceania.

(2) Basis of presenting consolidated financial statements -

The Company and its subsidiaries in Japan maintain their records and prepare their financial statements in
accordance with accounting principles generally accepted in Japan, while n.s fofcign subsidiaries maintain
tht.{ir records and prepare their financial statements in conformity with accounting principles generally
acéepted in their respective countries of domicile.

The accompanying consolidated financial statements of the Company and its coxilsolidatod subsidiaries and
affi]iates (collectively “Epson™} as of September 30, 2006 and for the three:moflths and six months ended
Sef)tcmber 30, 2006 are prepared on the basis of accounting principles gcne:rally accepted in Japan, which
are‘i: different in certain respects as to application and disclosure requiremttmts'of International Financial
Reiponing Standards, and are compiled from the consolidated financial statements prepared by the
Company as required by the Securities and Exchange Law of Japan.

The accompanying consolidated financial statements incorporate’ certain reclassifications and
rcé;rangements in order to present them in a form that is more familiar to readers outside Japan. In
adéition, LLhc notes to the consolidated financial statements include infor‘ma;tionithat is not required under
acéounting principles generally accepted in Japan, but which is provided herein as additional information.

However, none of the reclassifications nor rearrangements have a material effect on the financial statements.

2. Summary of significant accounting policies:

(1) Consolidation and investments in affiliates -

i Lo
The accompanying consolidated financial statements include the accounts of the Company and those of its

sult)%sidiarie_s that are controlled by Epson. Under the effective control ﬁpproach, all majority-owned
coxil;‘lpanics are to be consolidated. Additionally, companies in which share'? ownership equals 50% or less
may be required to be consolidated in cases where such companies arf: éﬁcctively controlled by other
companies through the interests held by a party who has a close relationship with the parent in- accordance
witj’x Japanese accounting standards. All significant inter-company |transactions and accounts and

unrealized inter~company profits are eliminated upon consolidation.
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In{iestmeqts in affiliates in which Epson has significant influence are acccn‘unied for using the equity method.
Consolidated income includes Epson’s current equity in net income or loss of affiliates after elimination of

significant unrealized inter-company profits. ‘ P

(2) Foreign currency translation and transactions -

Foreign currency transactions are translated using foreign exchange rates prevailing at the respective
transaction dates. Receivables and payables in foreign currencies are t‘raﬁslatéd at the foreign exchange
raﬁgs prevailing at the respective balance sheet dates and the resulting transzjaction gains or losses are taken
intjp income currently. [

All the assets and liabilities of foreign subsidiaries and affiliates are translate;d at the foreign exchange rates
prévaﬂing at the respective balance sheet dates, and all the income and expense accounts are translated at
tht‘;f average foreign exchange rates for the respective periods. Foreign c@rrency translation adjustments
aré recorded in the consolidated balance sheets as a separate component of shareholders’ equity and
miflority interest in subsidiaries.

(3)” Cash and cash equivalents -

Caé;h and cash equivalents included in the consolidated financial statements are composed of cash on hand,
bank deposits that may be withdrawn on demand and highly liquid investments purchased with initial

maturities of three months or less and which present low risk of fluctuation in value.

(4) Financial instruments ~

~ (a) Investments in debt and equity securities:

i

Investments in debt and equity securities are classified into three categories: 1) trading securities,
2) held-to-maturity debt securities, and 3) other securities! These categories are treated

differently for purposes of measuring and accounting for changes in fair value.

Trading securities held for the purpose of generating profits from changes in market value are
recognized at their fair vaiue in the consolidated balance sheets! Unrealized gains and losses are
included in current income. Held-to-maturity debt securities are expécted to be held to maturity
and are recognized at amortized cost computed based on |the straightdine method in the
consolidated balance sheets. Other securities for which market quotations are available are
recognized at fair valee in the consolidated balance sheets. | Unrealized gains and losses for
*, these other securities are reported as a separate component of shareholders’ equity, net of tax.
Other securities for which market quotations are unavailable are stated at cost, primarily based on

the moving average cost method. Other than temporary decl'mles in the value of other securities
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are reflected in current income,

! (b) Derivative instruments:

Derivative instruments (i.e., forward exchange contracts, interest rate swaps and currency

options) are recognized as either assets or liabilities at their respective fair values at the date of
contract, and gains and losses arising from changes in fair value are recognized in earnings in the

corresponding period.

On December 9, 2005, the Accounting Standards Board of Japlan {ASBJ) issued an Accounting
Standard - ASBJ Statement No. 5 “Accounting Standards for Presentation of Net Assets in the
Balance Sheet” and its Implementation Guidance - ASBJ Guidance No. 8 “Guidance on

Accounting Standards for Presentation of Net Assets in the Balance Sheet”. Effective as of
L April 1, 2006, Epson has adopted these new accounting stand|ards. Prior to April 1, 2006, if
‘ certain hedging criteria are met, such gains and losses arising|from changes in fair value were
deferred as assets or liabilities. Under the new accounting sta}ndards, such gains and losses are

recorded as a separate component of shareholders' equity, net of tax.

i For interest rate swaps, if certain hedging criteria are met, interest rate swaps are not recognized
at their fair values as an alternative method under Japanese accounting standards. The amounts

received or paid for such interest rate swap arrangements are chz}rgeq or credited to income as

incurred. '

(¢) Allowance for doubtful accounts:

Allowance for doubtful accounts is calculated based on the aggregate amount of estimated credit
losses for doubtful receivables plus an amount for receivables oiher than doubtful receivables

1
calculated using historical write-off experience from certain prior periods.

(3) Inventories - S
N ' I H
Inventories are stated at the lower of cost or market value, where cost is primarily determined using the

weighted average cost method.

(6) Property, plant and equipment - .

Property, plant and equipment, including significant renewals and improvements, are carried at cost less
accumulated depreciation. Maintenance and repairs, including minor renewals and improvements, are

cha}ged to income as incurred. Depreciation of property, plant and equipment is mainly computed based

on thc declining-balance method for the Company and its Japanese sublsidiariés and on the straight-ine

me:tihod for foreign subsidiaries at rates based on the estimated useful lives|,. For buildings acquired by the
Corpany and its Japanese subsidiaries on or after April 1, 1998, depreciation is computed based on the
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straightdine methed, which is prescribed by Japanese income tax laws,

TH;-: esdmﬁtcd useful lives of significant depreciable assets principally ranée from eight to fifty years for

buildings and structures and principally range from two to eleven years for machinery and equipment.

(7) ]ntangible assets -

Amoruzatlon of intangible assets is computed using the straightdine method. Amortization of software
for internal use is computed using the straightdine method over its estlmatcd useful life, ranging from three

to five years.

(8) Accrued bonuses -

Accrued bonuses to employees are provided for the estimated amounts which Epson is obligated to pay to

eniployecs after the applicable period-end, based on services provided during' the current period.

(9); Accrued warranty costs -

Epson provides an accrual for estimated future warranty costs based on “the- historical relationship of
warranty costs to net sales. Specific warranty provisions are made for Lhose products where warranty

expenses can be specifically estimated.

(10) Accrued litigation and related expenses -

Accrued litigation and related expenses are provided for estimated future compensation payment and
litigation expenses.

(11) Income taxes -

'

The provision for income taxes is computed based on income before income taxes and minority interest in

the consolidated statements of income. The asset and liability approach is used to recognize deferred tax
asséts and' liabilities for the expected future tax consequences of tempo’rary.‘ differences between the .

carrying amounts and the tax basis of assets and liabilities.

The Company adopts the consolidated tax return system for the calculation of income taxes. Under the
consolidated tax return system, the Company consolidates all wholly owned domestic subsidiaries based on

the Japanese tax regulations.

(12') Pension and severance costs - .

The Company and some of its Japanese subsidiaries recognize accrued pension and severance costs to

employees based on the actuarial valuation of projected benefit obhgatlon and plan assets at fair value.
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Otl;ier Japanese subsidiaries recognize accrued pension and severance costs to employees based on the
vol'untary retirement benefit payable at the period end.
b
Pension benefits are determined based on years of service, basic rates of pay and conditions under which
the termination occurs, and are payable at the option of the retiring employee either in a lump-sum amount
1 |

or as an annuity. Contributions to the plans are funded through several financial institutions in accordance

witjh the applicable laws and regulations.

Unjjecognized prior service costs are amortized based on the straightine inetl;od over a period of five

yez{irs beginning at the date of adoption of the pian amendment. Actuarial gains and losses are amortized

based on the straightline method over a period of five years starting from the beginning of the subsequent
i _ ‘

year.

Most of the Company’s foreign subsidiaries have various retirement plans, which are primarily defined

coniribmioh plans, covering the majority of their employees. b

Pridr to June 23 2006, with respect to the Company’s directors and statutory Iauditors, who are not covered
by the benefit plans for employees described above, provision was made for retirement benefits based on
internal rules regarding directors’ and statutory auditors’ retirement benefits. | On June 23, 2006, such plan
was| terminated and the benefits granted prior to the termination date arezrecbrded as other long-term

I
liabilities.

(13) Accrued recycle costs -
At the time of sale, accrued recycle costs are provided for estimated future returns of consumer personal
computers.

(145' Revenue recognition -

Rev‘t%:nue from sale of goods is recognized at the time when goods are shipped. Revenue from services is

recognized when services are rendered and accepted by customers.
: [l

(IS)EJ Research and development costs -

Research and development costs are expensed as incurred.

( 16)%- Leases -

Epson leases certain office space, machinery and equipment and computer equipment from third parties.

Under Japanese accounting standards, capital leases, other than those under \{'hich ownership of the assets

h
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w11] be transferred to the lessee at the end of the lease term, are allowed to be accounted for as operating

leases with footnote disclosure of the estimated acquisition cost, estimated accumulated depreciation and

futire estimated lease payments.
il

Ep';'son ha'sl recorded substantially all leases as operating leases in the manner described in the preceding

paragraph.

(17) Net income per share -

Net income per share is computed based on the weighted average number of common shares outstanding
I

duﬁng each applicable period.

(18) Dividends -

Dividends are charged to retained earnings in the fiscal year in which they are paid after approval by the
shd}eholders. In addition to year-end dividends, the board of directors may declare interim cash dividends
by resolution to the shareholders of record as of September 30 of each year.

5
-

(19) Reclassiﬁcations -

N ' 1
Ceftain prior period amounts have been reclassified to conform to the presentations for the six months
ended Sepfcmbcr 30, 2006.

3. . U.S. dollar amounts: ,

b t
1

U.S. dollar amounts presented in the accompanying consolidated financial|statements and in these notes are

included solely for the convenience of readers. These translations should not be construed as

_repfesentations that the yen amounts actually represent, or have been or could be converted into U.S.

dollars at that or any other rate. As the amounts shown in U.S. dollars arl'e for convenience only, a rate of
i
¥117.90 = U.5.$1, the rate of excha:ngc prevailing at September 30, 2006, has been used.

4

4. ' Acquisitions:
; |

I ) l 1

The Company held 50% of the to’gal outstanding shares of Yasu Scmiconductq Corporation (“YSC™), a

50:§O joint venture established with International Business Machines Corporation and its affiliates

(coilectively, “IBM™), with the 'aim of, among other things, operating a facility that produces

senﬁcoﬁdu;tom. i ' _ ‘
; 1 . |

IBM had an option to sell its 50% of YSC shares to the Company for ¥9,450 million ($80,153 thousand)

eﬁ‘e:i::tive from the end of June 2006, while the Company had an option to buy those shares for the same

amount effective from the same date. Their respective options were exercised on July 1, 2006. As a

resu:lt, Y SC became a wholly owned subsidiary of the Company. |

i
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Thc goodwill arising from the acquisition of the shares totaled ¥ 1,937 million ($16,429 thousand). Due

1o the planned dissolution of YSC, the goodwill was impaired in the full a
the: six months ended Septémber 30, 2006.

The consolidated financial statements include YSC’s financial results from July 1 to September 30, 2006.

The assets and liabilities acquired on the date of the business combination in accordance with purchase

mn’:fhod were ¥10,075 million (385,454 thousand) and ¥3,324 million ($28

The business combination is not expected to have a material affect on the consolidated statements of

income for the six months ended September 30, 2006, assuming the combination is completed on the first

dafr of the period.

5. ' Notes receivable and notes payable maturing at period-end:
|

Notes receivable and notes payable are settled on the date of clearance.
balik holiday, notes receivable and notes payable maturing on that date ¢
in the ending balance of notes and accounts receivable, trade and note

follbws ;

mount as reorganization costs for

,193 thousand), respectively.

As September 30, 2006 was a
ould not be settled were included

s and accounts payable, trade as

Thousands of

Millions of yen U.S. dollars
Notes receivable ¥327 ! $2,774
Notes payable 865 7,337

6. . Investments in debt and equity securities:

The aggregate cost and market value (carrying value) of other securities

with market values, which were

included in investment securities account at September 30, 2005 and 2006 and at March 31, 2006, were as

follﬁws :

Millions of yen

September 30, 2005
Gross uarealized
l Market value
; Cost Gains Losses . (carrying value) ‘
; ’ Co |
Equity securities ¥10,553 ¥0 945 (¥32) ¥20,466
Pebt securities 53 2 (9, 55
Other 180 - () 180
i ¥10,786 ¥9,947 ¥20,701

Total

(¥32),
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Millions of yen
: September 30/ 2006
Gross unrealized
. Market value
Cost (Gains Losses’ (carrying value)
' v
- Equity securities ¥10,964 ¥15,274 (¥150) ¥26,118
| Debt securities 53 1 e 54
" Other 243 - &) 243
Total ¥11,290 ¥15,275 ‘ (¥150) ¥26,415
Millions of yen
March 31, 2006
Gross unrealized
| Market value
Cost Gains Losses (carrying value)
- Equity securities ¥11,044 ¥16,726 (¥22) ¥27.748
¢ Debt securities 53 1 G 54
* Other Y - e 222
' Total ¥11,319 ¥16,727 (¥22) ¥28,024
f‘ Thousands of U!S. dollars
September 30, 2006 |
Gross unrealized |
| Market value
Cost Gains Losses {carrying value)
|
“Equity securities $93,248 $129,551 ($1,272) $221,527
. Debt securities 450 8 ) 458
Other 2,061 - (9 2,061
| |
Total $95,759 $129,559 ($1,272) $224,046

The carrying amount of unlisted equity securities, unlisted debt securities and other, which was included in

investment securities account at September 30, 2005 and 2006 and at March 31, 2006, was as follows:

Thousands of

: Millions of yen _ U.S. dollars
September 30 March 31, September 30,
Other securities 2005 2006 2006 2006
Unlisted equity securities ¥19,468 ¥19,061 ¥19,328 $161,671
‘Unlisted debt securities 2,700 - - -
'Other 163 76 Co127 645
Total ¥22,331 ¥19,137 ¥19,455 §162,316

The carrying amount of held-to-maturity debt securities, which was includcid in.cash and cash equivalents
' 27 v
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account and shortterm investments account at September 30, 2005 and 2006 and at March 31, 2006, was

disclosed as follows:

Thousands of

Millions of yen U.S. dollars
September 30 March 31, September 30,
‘Held-to-maturity debt securities 2005 2006 - 1 2006 2006
!Commercial paper ¥- ¥41,972 *39,984 $355,997
1Unlisted debt securities - -. 2,000 -
Total ¥- ¥41972 ¥41,984 $355,997

 For the six months ended September 30, 2005 and 2006 and for the year endéd March 31, 2006, other-than-

temporary impairments of securities with an aggregate market value of ¥0 million, ¥93 million ($789

th(_msand)"and ¥4 million, respectively, were charged to current incort‘le. Impairments are principally
) . o " . . ! . .

recorded in cases where the fair value of other securities with dcte:rmmab]cl market values has declined in

cx{.fcss of 30% of cost. Those securities are written down to the fair value and the resulting losses are

included in current income for the period.

7. Derivative instruments:

Epson enters into forward exchange contracts, currency options and| interest rate swaps. Forward
exchange contracts and currency options are utilized to hedge currency ris‘k exposures. Interest rate swaps

are utilized to hedge against possible future changes in interest rates ‘on borrowings. Epson uses

derivative instruments only for hedging purposes and not for purposes of trading or speculation.

The table below lists contract amounts and fair values of derivatives as at September 30, 2005 and 2006
and as at March 31, 2006 by transactions and type of instrument, excluding derivatives eligible for hedge

accounting.
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Millibns of yen

September 30, 2005
| - Unrealized gains
Instruments Contract amounts Fair values. {losses)
Forward exchange contracts:
Sold - o
{U.S. dollar (purchased Japanese yen) ¥11,473 ¥11,767 (¥294)
‘Euro (purchased Japanese yen) 25,482 25,487 35
‘Sterling pound (purchased Japanese yen) 954 951 3
‘Australian dollar (purchased Japanese yen) 504 522 (18)
Thai baht (purchased U.S. dollar) 251 251 {0)
Indonesia rupiah {purchased U.S. dollar) 176 176 ')
Philippine peso (purchased U.S. dollar) 107 107 )
Japanese yen (purchased Euro) 412 409 3
Polish zloty (purchased Euro) 139 139 (1))
U.S. dollar (purchased Sterling pound) 477 477 (@)
Purchased -
U.S. dollar (sold Japanese yen) 719 157 33
Euro (sold Japanese yen) 84 ¢ 84 0
Indonesia rupiah (sold U.S. dollar) 1,019 974 45)
U.S. dollar (sold Korean won) 439 456 17
U.S. dollar (sold Taiwan dollar) 212 227 15
' Total' unrealized losses from forward
exchange contracts (¥286)
Millions of yen
September 30, 2006
| Unrealized gains
Instruments Contract amounts Fair values (losses)
: T
Forward exchange contracts:
Sold- ~
U.S. dollar (purchased Japanese yen) ¥15,370 ¥15,844 (¥474)
Euro (purchased Japanese yen) 14,418 14,900 (482)
Australian dollar (purchased Japanese yen) 1,428 1,427 1
Thai balit (purchased U.S. dollar) 169 . 168 1
Philippine peso (purchased U.S. dollar) 140 - 141 1
Japanese yen (purchased Euro) 605 - 602 3
U.S. dollar (purchased Euro) 3,126 3,133 @)
Polish zloty (purchased Euro) 151 151 ()]
U.S. dollar (purchased Hong Kong dollar) 388 ' 389 4))
Purchased - '
U.S. dollar (sold Japanese yen) 23 23 0
Euro (sold Japanese yen) 88 89 1
Sterling pound (sold Japanese yen) 2,558 2,579 21
Indeonesia rupiah (sold U.S. doltar) 540 ' 559 19
J}';’lpanese' yen (sold Euro) 603 601 (2)
Sterling pound (sold Euro) 3,351 3,316 (35)
U.S. dollar (sold Korean won) 3,211 3,192 (19)
U.S. dollar (sold Taiwan dollar) 335 . 355 20
" Total unrealized losses from forward : '
exchange contracts , _ﬂ
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Millions of yen

. March 31, 2006
| - Unrealized gains
Instruments Contract amounts Fair values (losses)
Forward exchange contracts: Co
Sold- Lo
{U.S. dollar (purchased Japanese yen) ¥7,791 ¥7 873 (¥82)
Euro (purchased Japanese yen) 15,928 16,515 (387)
Sterling pound (purchased Japanese yen) 971 980 )]
"Australian dollar (purchased Japanese yen) 1,070 1,053 17
Thai baht {purchased U.S. dollar) 195 194 1
Philippine peso (purchased U.S. dollar) 114 115 )
‘Japanese yen (purchased Euro) 707 702 5
'U.S. dollar (purchased Euro) 919 921 )
‘Polish zloty (purchased Euro) 144 145 (0
{U.8. dollar (purchased Sterling pound) 649 649 0
Purchased -

U.S. dollar (sold Japanese yen) 746 741 - (5
Euro (sold Japanese yen) 134 135 1
Sterling pound (sold Euro) 369 369 0
U.S. dollar (sold Taiwan dollar) 467 469 2
" Total unrealized losses from forward
i exchange contracts 6

Thousands of U.S. dollars

September 30, 2006

‘ Unrealized gains
Fair values

Instruments Contract amounts (losses)
Forward exchange contracts:
Sold -
U.S. dollar (purchased Japanese yen) $130,365 $134,385 ($4,020)
Euro (purchased Japanese yen) 122,290 126,378 (4,088)
Australian dollar (purchased Japanese.yen) 12,112 12,104 8
Thai baht (purchased U.S. dollar) 1,433 : 1,425 3
Philippine peso (purchased U.S. dollar) 1,188 1,196 (8
Japanese yen (purchased Euro) 5,131 5,106 25
U.S., dollar (purchased Euro) 26,514 26,573 (59)
Polish zloty (purchased Euro) 1,281 1,281 (1))
U.S. dollar (purchased Hong Kong dollar) 3,291 - 3,299 (8)
Purchased - '

U.S. dollar (sold Japanese yen) 195 t 195 0
Euro (sold Japanese yen) . 747 ' 755 8
Sterling pound (sold Japanese yen) 21,696 21,874 178
Indonesia rupiah (sold U.S. dollar) 4,580 4,741 161
Japanese yen (sold Euro) 5,115 5,098 {amn
Sterling pound (sold Euro) 28,422 28,125 297
U.S. dollar (sold Korean won) 27,235 27,074 (161)
US dollar (sold Taiwan dollar) 2,841 1 3,011 170
, Total unrealized losses from forward :
. exchange contracts _ (88,1000

Thése forward exchange contracts were entered into for hedging purposes. Unrealized gains and losses

from these contracts are recognized in earnings. Forward exchange cc|mtract§ assigned individually to

i
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monetary items denominated in foreign currencies are excluded from the above table.
‘ b

There Werfa no interest rate swap transactions outstanding at September 30, 2:005 ?and 2006 and at March 31,

2006, other than derivatives eligible for hedge accounting.

8. Assets pledged as collateral: ‘

Assets pledged as collateral for notes and accounts payable, trade account and accounts payable, other
b )

account of ¥920 million ($7,803 thousand) at September 30, 2006 were as follows:

it
I

' Thousands of
] Pledged assets Millions of yen | = U.S. dollars

Cash and cash equivalents ¥1,500 $12,723

There were no assets pledged at September 30, 2005 and at March 31, 2006.

[
"

g.! Credit agreements:

As at September 30, 2006, the Company had line of credit agreements with eleven banks for an aggregate
maximum amount of ¥80,000 million ($678,541 thousand). As at September 30, 2006, there were unused
credit lines of ¥50,000 million ($424,088 thousand) outstanding and available.

10. Goodwill:

Ep;i_son had goodwill and negative goodwill as at September 30, 2006. INt::gati.vc: goodwill is recorded in
Oﬂécr long-term liabilities account and is amortized on a straightine basis in accordance with Japanese
acéounting standards. Negative goodwill is recorded after offsetting against goodwill. The amounts of
g@wiﬂ a;nd negative goodwill before offsetting as at September 30, 2006 were as follows:

Thousands of

Millions of ven U.S. dollars
Goodwill ¥2 005 |$17,006
Negative goodwill ¥5,472 $46,412

1 1 Cash dividends:

The amount of year-end cash dividend per share, which the Company paid to the sharcholders of record as
at March 31, 2006 for the six months ended September 30, 2006, was as follows:

L Cash dividend per share Yen ~ U.S. dollars

Year-end _ ¥16.00 $0.14
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Oﬁ_ October 25, 2006, the board of directors declared interim cash
shareholders of record as at September 30, 2006.  The amounts of the inte

paid to sharcholders, are as follows:

dividend by resolution to the

rim cash dividend, which will be

Tﬁousands of

Millions of yen U.S. dollars
' Interim cash dividend ¥3,142 $26,650
| Yen U.S. doltars
Cash dividend per share ¥16.00 $0.14

The effective date of the payment claim is November 30, 2006. -

12. Net income (loss) per share:

Caiculation of net income (loss) per share for the six months ended Septe
the year ended March 31, 2006 was as follows:

mber 30, 2005 and 2006 and for

Thousands of

Millions of yen U.S. dollars
oo Six months
Six months ended Year ended ended
September 30 March 31, September 30,
2005 2006 2006 2006
Nef! income (loss) attributable to :
common shares (¥1,161) ¥413 - (¥17,917) $3,503
Weightcd average number of common
shares outstanding 196,363,762 196,363,176 | 196,363,643
Yen ! U.S. dollars
Net income (loss) per share (¥5.91) ¥2.10 | (¥91.24) $0.02

Epson had no dilutive potential common shares, such as convertible debt

or warrants, outstanding for the

six) months ended September 30, 2005. The potential common shares ‘issuable upon conversion of

convertible bonds with anti-dilutive effect were excluded from the computation of net income (loss) per

share for the six months ended September 30, 2006 and for the year ended

13‘; Reo_rganization costs:

The reorganization costs for the six months ended September 30, 2006 ma

production sites accompanying structural reforms.

March 31, 2006.

inly represent a reorganization of

The reorganization costs for the year ended March 31, 2006 mainly represent a consolidation and
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integration of production sites and a reorganization of production lines accompanying structural reforms.

14. Cashf flow information:

Cash and cash equivalents at September 30, 2005 and 2006 and at March 31, 2006 were composed of the

foH_owing:-

Thousands of

k Millions of yen . U.S. dollars
| September 30 ‘March 31, September 30,
f , 2005 2006 2006 2006
Cash and deposits ¥258,997 ¥221,218 ¥233,087 $1,876,319
ShO{t{cm investments - 41,972 41,984 355,997
Short-term loans receivables - 10,000 10,000 84,817
' Sub-total 258,997 273,190 285,071 2,317,133
Less:
Shortterm borrowings (overdrafts) (304) (1,432) (594) (12,146)
Time deposits due over three months (956) (2,680) (2,363) (22,731)
Shortterm  investments due over
three months (-) (- (2,000) ()
Cash and cash equivalents ¥251,737 ¥269,078 $2,282,256

. ¥280,114

The Company obtained marketable securities, the fair value of which was ¥9,911 million ($84,063
thousand) at September 30, 2006, as deposit for the short-term loans receivables above.

15. Leases:

As described in Note 2 (16), Epson, as a lessee, charges periodic capital

paid. Such payments for the six months ended September 30, 2005 a

March 31, 2006 amounted to ¥8,927 million, ¥8,480 million ($71,925
respectively.

|]ease payments to expense when
nd 2006 and for the year ended
thousand) and ¥17,639 million,

- ) . |
If capital leases that do not transfer the ownership of the assets to the le?se_c at the end of the lease term
were capitalized, the capital lease assets at September 30, 2005 and 2006 and at March 31, 2006 would

havé been as follows:
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Co ! Thousands of

: » Miilions of yen o U.S. dollars
; _ September 30 March'31,  September 30,
‘ ' 2005 2006 12006 2006
Acqmsntlon cost: o
" Machinery and equipment ¥78,766 ¥74 815 ¥78 183 $634,563
:.Furniture and fixtures 3,713 3,028 ! 3,375 25,683
i Intangible assets 762 307 i 592 2,604
b ) 83,241 78,150 82,150 662,850
Less: r
; Accumulated depreciation (44,144) (53,772) L(50,302) (456,082)
+ Accumulated impairment loss (1,020) (137 | (821) (1,162)
L (45,164) (53,909) (51,123) (457,244)
i . o
Net book value ¥38,077 ¥24,241 ¥31,027 . $205,606

Deprec1auon expenses for these leased assets for the six months ended September 30, 2005 and 2006 and
for the year ended March 31, 2006 would have been ¥8,086 million, ¥7,663 m11110n ($64,996 thousand) and

¥1§,965 million, respectively, if they were computed in accordance with

peﬁods of these capital leases, assuming no residual value.

the strelght—lme method over the
Lo

i
o
l

Interest expense for these capital leases for the six months ended September!30 2005 and 2006 and for the
year ended March 31, 2006 would have been ¥808 xmlhon ¥516 million ($4 377 thousand) and ¥1,470

nnlhon respectlvely

'

Epson has recognized an impairment loss for future lease payments of impaired capital lease assets in

accordance with Japanese accounting standards, which was recorded in reorgamzatlon COsts.

The amount

was ¥317 m]lhon for the year ended March 31, 2006, For the six months ended September 30, 2005 and

2006 there were no impairment losses for capital leases.

P
i '
] |

Future lease payments for capital leases at September 30, 2005 and 2006 a:nd a;t March 31, 2006 were as

follows:

! i
|
i i Thousands of

‘ Millions of yen U.S. dollars
' September 30 March 31? Sepiember 30,
Future lease payments 2005 2006 2006 2006

I I '
' Due within one year ¥16,009 ¥12,180 ¥15, 332 $103,308
I Due after one year 24,743 13,475 | ].8 033 114,292
o 1 |

. Total ¥40,752 ¥25,655 ' ¥33|,365 $217,600

Amounts'eppearing in the table above include amounts to be paid on capital leases which have accrued

impairme'rit losses amounting to ¥722 million, ¥59 million (3500 thousand) and ¥565 million as of

September 30, 2005 and 2006 and as of March 31, 2006, respectively. !Lease payments for impaired

't_i : 34
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capital lease assets in the six months ended September 30, 2005 and 2006 and in the year ended March 31,
2006 were ¥296 million, ¥154 million ($1,306 thousand) and ¥472 million, respectively.
. . t

Future lease payments for non-cancelable operating leases as a lessee at Segtember 30, 2005 and 2006 and
at March 31, 2006 were as follows: ' '

Thousands of

Millions of yen | 1.S. dollars
September 30 March 31, September 30,
Future lease payments 2005 2006 2006 2006
¢ Due within one year ¥3.368 ¥3,999 ¥4,482 $33,919
i Due after one year 8,045 9,408 12,129 79,796
|
Total ¥11,413 ¥13,407 ¥16,611 $113,715

In'addition, future lease receipts for non-cancelable operating leases as a lessor at September 30, 2005 and
2006 and at March 31, 2006 were as follows:

Thousands of

Millions of yen G U.S. dollars
September 30 March 31, September 30,
Future lease receipts 2005 2006 | 2006 ° 2006
Due within one year ¥305 ¥324 '¥3 1?5 $2,748
Due after one year 1,622 1,381 1,505 11,713
Total ¥1,927 ¥1,705 ¥1,820 $14,461

16. Contingent liabilities:

Contingent liabilities for guarantee of employees’ housing loans from banks at September 30, 2005 and
2006 and at March 31, 2006 were ¥2,609 million, ¥2,661 million (522,‘570 thc:)usand) and ¥2,920 million,

réspectivcly. Furthermore, the amounts of discounted notes at September 30, 2005 and 2006 were ¥15
n:1iillion, and ¥16 million ($136 thousand), respectively.
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17. Segm_ent information:

(1) Business segment information - b

Epson is primarily engaged in the development, manufacture and sale of computer printers, liquid crystal

displays (“LCDs™), semiconductor preducts and other products. o
. ! i

!
Epshn operates manufacturing facilities in Japan, Asia, the Americas and 'Europe, and markets its products

intémationally through a global network of local sales subsidiaries.
|

1
Epson is engaged principally in the following three business segments categonzed based on the nature of

products markets and marketing methods.

; , [
Information-related equipment segment, including color inkjet printers,laser printers, dot matrix printers,

I;arge format inkjet printers and related supplies, color image scanncrs,' mini-printers, printers for use in
POS. systems, 3LCD projectors, HDTV LCD projection televisions, LCD monitors, label writers and

personal computers.

Electromc devices segment, including small- and medium-sized LCll)s HTPS-TFT panels for 3LCD
prOJectors CMOS LS], crystal units, crystal oscillators and optical devices.

Precision products segment, including watches, watch movements, plastic corrective lenses, precision
|

indusuigl robots, IC handlers and industrial inkjet equipments. !

Operations not categorized in any of the above segments, such as services -offered within Epson and new

businesses still in the start-up phase, are categorized within “Other”.

Ol{ April 1, 2006, the Company's optical device business (excluding the corrective lens business) was
transferred 1o a consolidated subsidiary, Epson Toyocom Corporation.; The Company's optical device
bu!siness, which boasts expertise in optical components for 3LCD projectors, was merged with Epson
Toyocom’s optical device business, which specializes in areas such as in“lage co!rrection for digital cameras
anlld optical pickup components for DVD recorders. This reorganization seeks 1o efficiently combine
markets, technologies, and development resources with the objective of bollstering the Epson’s technology

¢
i

development capabilities, enhancing its market competitiveness, and incrcasing t;hc value of its business.

Wlth this reorganization, the results of the Company's optical device business, which were formerly
reported under precision products segment, are reported under electronic devices segment. This change is
effective from the current fiscal year. The effect of the reorganization on segment information is.

imimaterial and is thus not reported herein.
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The table below summarizes the business segment information of Epson for the six months ended
September 30, 2005 and 2006 and for the year ended March 31, 2006:
. Six months ended September 30:
’ Thousands of
Millions of yen : U.S. dollars
| Six months
Six months ended Year ended ended
: September 30 March 31,  September 30,
Q : 2005 2006 2006 2006
Information-related equipment:
© Net sales: :
Customers ¥439,471 ¥416,818 ¥973,690 $3,535,352
Inter-segment 1,283 1,175 © 2,753 9,966
: Total 440,754 417,993 976,443 3,545,318
© Operating expenses 425,660 385,084 931,422 3,271,281
Q ‘ Operating income ¥15.004  ¥32.300 | %4500 $274,037
Electronic devices:
‘ Net sales: ‘
Customers ¥237.866 ¥212,917 ¥489.460 $1,805,912
Inter-segment 20,131 18,156 37,507 153,995
. Total 257,997 231,073 526,967 1,959,907
¢ . Operating expenses 261,092 239,407 536,726 2,030,594
i ' Operating loss (¥3,095) 8,33 | [ (¥9,759) ($70,687)
Precision products:
. Net sales:
‘Customers ¥40,524 ¥45,549 ¥81.463 $386,336
. Inter-segment 2,435 517 L 4,315 4,385
® Total 42,959 46,066 - 85,778 390,721
Operating expenses 41,932 43,279 | ' 83427 367,082
Operating income ¥],027 ¥2,787 | | ¥2.351] $23,639
Other: - )
Net sales: oo
Customers ¥2.383 ¥2,106 ¥4,955 $17,862
. Inter-segment 13,852 13,329 28,022 113,054
L3 . 1 Total 16,235 15,435 32,977 130,916
Operating expenses 23,536 21,674 " 45,757 183,834
Operating loss : (¥7,301) (¥6,239) | (¥12,780) ($52,918)
Eliminations and corporate: ‘
Net sales (¥37,701) ¥33,177) (¥72,597) ($281,400)
Operating expenses (37,980) (33,614) (73,522) (285,107)
e ) Operating income ¥279 ¥437 | ¥925 $3,707
Consolidated: o
Net sales ¥720,244 ¥677390 ¥1,549,568 $5,745,462
Operating expenses 714,240 656,430 |1.523,810 5,567,684
Operating income ¥5,004 ¥20,960 | ¥25,758 $177,778

I
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The table below summarizes the business segment information of Epson for the three months ended
September 30, 2005 and 2006:

® Three months ended September 30:
Thousands of
Millions of yen . U.S. dollars
Three months
Three months ended ended
. September 30 | ., September 30,
@ : 2005 2006 2006
Information-related equipment:
Net sales:
Customers ¥228,029 ¥216,757 $1,838,482
Inter-segment 713 506 - 4,291
Total 228,742 217263 1,842,773
Operating expenses 217,906 199,077 1,688,524
® Operating income ¥10,836 ¥18,186 $154,249
Electronic devices:
Net sales:
Customers ¥129,618 ¥111,499 $945,708
Inter-segment 11,239 10,380 88,041
' ‘ Total 140,857 121,879 1,033,749
9 Operating expenses 138,256 124,816 1,058,660
' ‘ Operating income {loss) ¥2.601 ¥2,937) ($24,911)
Precision products:
Net sales: o
Customers . ¥21,260 ¥25,879 $219,500
Inter-segment 1,296 171 1,450
7Y Total 22,556 26,050 220,950
Operating expenses 21,377 24,598 208,634
Operating income ¥1,179 ¥1,452 . $12,316
Other: ;
Net sales:
Customers ¥1,200 ¥1,219 $10,339
Inter-segment 7,105 6,193 . 52,528
e Total 8,305 7412 62,867
- Operating expenses 12,125 10,384 88,075
Operating loss (¥3,820) 3,972 ($25,208)
Eliminations and corporate:
Net sales (¥20,353) (¥17,250) . ($146,310)
Operating expenses (20,603 (17467 (148,151)
] Operating income ¥250 ¥217 $1,841
Consolidated: )
" Net sales ¥380,107 ¥355,354 $3,014,029
Operating expenses 369,061 341,408 - 2,895,742

Operating income ¥11,046 ¥13,946 $118,287
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(2) Geographic segment information -

Net sales are attributed 10 geographic segments based on the country location of the Company or the

subsidiary that transacted the sale with the external customer.  Principal countries and jurisdictions in each

gedgraphic segment are as follows:

v '

ff'“The Americas” mainly includes the United States, Canada, Brazil, Chile, Argentina, Costa Rica,

Colombia, Venezuela, Mexico and Peru.

” 13

Europe mainly includes the United Kingdom, the Netherlands,

l?ortugal and Russia.
:
i

Germany, France, Italy, Spain,'
i

As1a/0ceama mainly includes China (mcludmg Hong Kong), Smgapore Malaysia, Taiwan, Thailand,

'the Philippines, Australia, New Zealand, Indonesia, Korea and India.
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The table below summarizes the geographic segment information of Epson for the six months ended
! ! i
‘September 30, 2005 and 2006 and for the year ended March 31, 2006:
Six months ended September 30: ,
v Co Thousands of
Millionsofyen | + ! 1J.S. dollars
; | Six months
s Six months ended Year ended ended
September 30 March 31,  September 30,
: 2005 2006 2006 2006
Japan:
! Net sales:
| Customers ¥357,342 ¥310,604 ¥742093 - $2,634,470
| Inter-segment 283,122 309,146 1565,438 2,622,103
| Total 640,464 619,750 1,307,531 5,256,573
: Operating expenses 650,612 598,724 1,323,858 5,078,235
" Operating income (loss) (¥10,148) ¥21,026 | (¥16,327) $178,338
.The Americas:
. Net sales: : <
: Customers ¥116,760 ¥119,424 ¥263,196 $1,012,926
Inter-segment 23,566 20,757 45,701 176,056
Total . 140,326 140,181 308,897 1,188,982
Operating expenses 132,092 131,983 296,267 1,119,448
Operating income ¥8,234 ¥8,198 | .¥12630 $69,534
‘Europe:
Net sales: ‘
Customers ¥135,808 ¥127,384 ¥310,902 $1,080,441
Inter-segment 1,280 6,180 2,784 52,417
. Total 137,088 133,564 313,686 1,132,858
Operating expenses ) 136,429 135,861 306,010 1,152,341
Operating income (oss) ¥659 (¥2,297) | ¥7676 ($19,483)
Asia/Oceania:
Net sales: 4
Customers ¥110,334 ¥119,978 ¥233.377 $1,017,625
Intersegment 297.512 283,494 606,268 2,404,530
Total 407,846 403,472 839,645 3,422,155
Operating expenses 390,908 386,538 814,220 3,278,525
Operating income ¥16,938 ¥16,934 | ¥25425 $143,630
Eliminations and corporate:
Nét sales (¥605,480) (¥619,577) (¥1,220,191) ($5,255,106)
Operating expenses (595,801) (596,676) 1(1,216,545) (5,060,865)
" Operating loss (¥9,679) (¥22,901) |  (¥3,646) ($194,241)
H . |
Consolidated: :
7 Net sales ¥720,244 ¥677,390 |¥1,549,568 $5,745,462
Operating expenses 714,240 656,430 1,523,810 5,567,684
Operating income ¥6,004 ¥20,960 | ¥25758 $177,778
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L The table below summarizes the geographic segment information of E

September 30, 2005 and 2006:

Three months ended September 30:

Japan:
Net sales:
Customers
Inter-segment
Total
. ; Operating expenses
L ' Operating income (loss)

The Americas:
Net sales:
! Customers
f ; Inter-scgment
i Total
@ Operating expenses
: Operating income

Europe:
| ; Net sales:
| : Customers
' i Inter-segment
: . : Total
‘ Operating expenses
Operating loss

Asia/Oceania;
Net sales:
Customers
Inter-segment
8 ) Total
! Qperating expenses
Operating income

Eliminations and corporate:
Net sales
1 Operating expenses
[ 1 ' Operating loss

Consolidated:
Net sales
Operating expenses
Operating income

pson for the three months ended

Thousands of

Millions of yen U.S. dollars
| | Three months
Three months ended' ended
September 30 | September 30,
2005 2006: 2006
;
¥189,632 ¥163,521 $1,386,947
154,058 153,339 1,300,585
343,690 316,860 . 2,687,532
343,960 314,758 2,669,703
(¥270) ¥2.102 $17,829
¥62,537 ¥63,208 $536,115
11,368 10,290 _ 87278
73,905 73,498 623,393
69,658 68,822 583,732
¥4.247 ¥4,676 $39,661
: b

¥70,111 ¥65,241 . $553,359
733 2,109 17,888
70,844 67,350 - 571,247
70,846 68,159 578,109
(¥2) (¥809) ($6,862)
¥57,827 ¥63,384 | $537,608
171,916 159,718 1,354,690
229,743 223,102 1,892,298
221,719 212,722 1,804,257
¥8,024 ¥10,380 $88,041
(¥338,075) (¥325,456) ($2,760,441)
(337,122) (323,053): (2,740,059
~(¥953) (¥2,403) ($20,382)
¥380,107 ¥355,354 $3,014,029
365,061 341,408 2,895,742
¥11,046 ¥13,946 $118,287
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{3) Sales to overseas customers -

l ‘
The table below shows sales to overseas customers by geographic

region, and as a percentage of

consolidated net sales, for the six months ended September 30, 2005 and 2006 and for the year ended
l

March 31, 2006:
Thousands of
Millions of yen . U.S. dollars
o Six months-
Six months ended Year ended ended
September 30 March 31 , September 30,
! 2005 2006 | 2006 2006
© Overseas sales: |
The Americas ¥129,584 ¥128,013 ¥285,127 $1,085,776
: Europe 160,097 156,468 357,835 1,327,125
i: Asia/Oceania 209,583 181,727 421,994 1,541,365
; + Total 499,264 466,208 1,064,956 3,954,266
Consolidated net sales ¥720,244 ¥677,390  ¥1 549,568 $5,745,462
© Percentage: Lo
The Americas 18.0% 18.9% 184%
Europe 222 23.1 23.1
Asia/Oceania 29.1 26.8 27.2
Total 69.3% 68.8% | 68.7%

The table below shows sales to overseas customers by geographic

consolidated net sales, for the three months ended September 30, 2005 an

region, and as a percentage of
d 2006:

| Thousands of

b Millions of yen i U.S. dollars
' Three months
! Three months ended . ended
September 30 September 30,
2005 2006 2006
Overseas sales: |
The Americas ¥67,854 ¥68,219 $578,617
Europe 80,297 82,673 701,213
Asia/Oceania 122,699 96,277 816,599
Total 270,850 247,169 2,096,429
Consolidated net sales ¥380,107 ¥355,354' $3,014,029
Percentage: ‘
The Americas _ 17.9% 192%:
Europe 21.1 233 |
Asia/Oceania 32.3 271 .
Total 71.3% 69.6 %,
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18. Subsequent events:

The Company and OMRON Corporation (“OMRON") agreed to transfer the facilities of the semiconductor
business of YSC, a wholly owned subsidiary of the Company, to OMRON. On October 25, 2006, the
Colmpany approved the dissolution of YSC, effective in or around March' 2007, at the meeting of the board
of directors. YSC’s primary business is to operate a facility that produceslscmiconductors and its capital
is ¥16,170 million ($137,150 thousand).

' The dissolution is not expected to have a material affect on Epson’s Operathn. The main components of

the:, loss associated with the dissolution were reported in the consolidated financial statements for the six
months ended September 30, 2006.
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Supplementary Information

Consotidated Half Year ended September 30, 2006

Cautionary Statement
P

This report includes forwarddooking statements that are based on ma?agémem‘s view from
the information available ar the time of the anncuncement. These statements are subject to
various risks and uncertainties. Actual results may be materially different from those
discussed in the forward-ooking statements. The factors that may affect Epson include, but
are not limited to, general economic conditions, the ability of Epson'to continue to timely
introduce new products and services in markets, consumption trend, competition, technology

trend, exchange rate fluctuations. i

v

e




E }

L B

L. Sales by division
i
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(Unit: billion yen)

, Six months ended Forecast for the year ended ttitm to
September 30, Inc;:ase March 31, )!':l:::‘;?.i
2005 2006 . 2007 29:6
Information-related equipment 4407 4180 s2m | 910.0 (6.8%)
Printer - 3785 3534 (6.6%) 7810 (7.0%)
l‘:\*'i.sual instruments 46.7 522 1z.d% 101.0 (3.5%)
Other 185 128 | (308%) 20 | @a3n)
‘Intra-segment sales 3.0) 0.4) —:% (1.0} -%
Hedrunic devices 258.0 231.1 (10.4%) 462.0 (12.3%)
Display 189.2 1418 (25.0%) 288.0 (21.8%)
Semiconductor 512 471 (8.0%) 91.0 (11.3%)
Quartz device 256 494 92.8% 99.0 01%
Other 18 19 46% 3.0 26%
Lilmra-segmcm sales {9.8) 9.1) -!% (19.0) -%
Precision products 430 46.1 72% 89.0 38%
Other 16.2 154 (4.9%) 30.0 9.0%)
Inter-segment sales (377 (33.2) 1g (62.0) -%
Consolidated sales 7202 6774 | (59%) 1429.0 (7.8%)
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2. Business segment information

(Unit: billion yen)

| Six months ended ’ Foifecast for the year ended mlm ©
i September 30, Inc;:ase March 31, Yh:‘;:::'i‘?
2005 2006 2007 e
lnfo:i"mation-related equipment |
.Nel sales: . |
 Customers 4395 4168 2| | i 908.0 {6.7%)
1‘ Inter-segment 132 1.2 (B.J%) . 20 (27.3%)
" Total 4407 4180 (5.2%) 9100 (6.8%)
Operating expenses 4256 3857 (9.4:%) 8440 (9.4%)
Operating income 15.1 323 | 1140% 66.0 46.6%
Electronic devices 1
Net sales: |
" Customers 2378 2129 (10.5'%) 4270 | (128%)
. Inter-segment 202 18.2 (9.8!%) 35.0 (6.7%)
" Total 2580 811 | (104%) 4620 | (123%)
Operating expenses 261.1 239.4 8.3%) 479.0 (10.8%)
_ Operating loss @.1) 8.3) ‘% (17.0) -%
Precision products ‘
_‘gqet sales: ‘ i
‘ Customers 40.5 45.6 124% 88.0 8.0%
‘ Inter-segment 25 0.5 (78.;%) i.0 (76.8%)
Total 3.0 46.1 7.2% 89.0 3.8%
Operaling expenses 420 433 3.i% 85.0 1.9%
Operating income 10 28 | 1713% 4.0 70.0%
Other |
li\lct sales: ‘
Customers 24 2.1 (11.6%) 6.0 211%
I‘_ Inter-segment 13.8 133 (3.8!%) 24.0 {144%)
" Total 16.2 154 4.9%) 30.0 ©.0%)
Operating expenses 235 216 (1.9%) 430 (6.0%)
© Operating loss 1.3) (6.2) -% (13.0) -%
EIirﬁ:ination and corporate
Net sales @17 (33.2) -% (62.0) -%
Operating expenses (38.0) (33.6) % (62.0) -%
{ Operating income 03 04 56.9% - -%
Consolidated I
Net sales 7202 6774 (5.9%) 14290 (7.8%)
Operating expenses 7142 6564 (8.1%) 1,389.0 (8.8%)
! Operating income 60 210 | 2499% 400 55.3%
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3. Capital expenditure / Depreciation and amortization

(Unit: billion yen)

Six months ended Forecast for the year ended compared 1o
September 30, Increase March 31, year ended
% March 31,
2005 2006 2007 a0
Capital expenditure 374 326 {1 Z.é%] 100.0 (11.2%)
__infonnaliun-rciatod equipment 129 14.6 13.6:% 40 17.1%
‘Electronic devices 143 148 37% 450 | (21.6%)
‘Precision products 20 19 | 67%) 6.0 33.5%
Other 82 13 | sasm|| 150 | (@oe%)
Dcpj’;ecia:ion and amortization 526 433 (17.7:%) 103.0 (5.8%)
4. Research and development
. (Unit: billion yen)
5 i Iy I
.:j Six months ended n Forecast for the year ended conn,;l:::m
i September 30, crEase March 31, year ended
i % March 31,
g 2006
2005 2006 ' 2007 %
Rcséhrch and Development 44.1 42.1 (4.6:%) 96.0 3.2%
R&D / sales ratio 61% 62% | 67%
5 Maﬂagcmen; indices
: (Unit: %)
: Increase
v -8ix months ended Forecast for the year ended| compared to
! September 30, Incn.:asc March 31, ’::::‘;?d
Point 2006
_ 2005 2006 2007 Point
Retrn on equity (ROE) ©0.2%) 0.1% 03| 29% 6.7
Return on assets (ROA) 0.6% 12% 0.6/ 2.5% 40
Return on sales (ROS) L1% 24% 13| 23% .36

Note ' 1 ROE=Net income / Beginning and ending balance average shareholders’ equity

“2. ROA~=Income before income taxes and minority interest / Beginning and ending balance average loml assels

3. ROS~=Income before income taxes and minority interest / Net sales
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6. Foreign exchange fluctuation effect on net sales

(Unit: billion yen)

Six months ended

September 30, Increase
2005 2006 ,

Foreign exchange effect 44 240 196
U.S. dollars ©5) | 63 63
Euro 23 | 90 67
Other 26 | 87 6.1

Excixangc rate | .

Yen/U.S. dollars 109.48 11538
Yen/Euro 135.65 14597

Notc:;JForcign éxchangc effect=(Foreign currency sales for the period) x (Average rate for the pﬂio'd — Average rate for the same prior period)

1 Inventory
) (Unit: billion yen)
September 30, March 31, September 30, Increase compared to
i 2005 2006 | 2006 March 31, 2006
Inventory 2234 1920 1 2144 224
Information-related equipment 1439 1129 | E : 1289 16.0
Electronic devices 625 616 | o s 62
Precision products 15.1 155 | 160 05
Other / Corporate 19 20 | 17 ©.3)
: 7 } (Unit: days)
Tun;ovor by (iays 57 45 ‘ : 58 13
ihl'onnalion-re]ated equipment 60 42 l ' 56 14
!-%;lectronicrdcvices 44 43 | 54 11
i;‘recision. products 64 66 | ‘ 64" (2)
Other / Carporate 24 b)) | 2 ()
Notc:‘:['umovcf by days=Ending balance of inventory / Prior 6 months sales per day !
! |
8. Employces ‘
(Unit: person)
: September 30, March 31, Se"plclf:nber 30, Increase compared to
2005 2006 | 2006 March 31, 2006
Number of employees -‘ :
at period end 98,480 90,701 ’ 102,025 11,324
Domestic 22,97 23,522 | 2433 811
Overseas | 75,509 67,179 | 77,692 10,513
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SectionB  item4

(1)  October 18, 2006 Announcement of Revised Financial Results Outlook




Epson Corporate

: _ ‘ i ; N N _
Home | The Epson Company | Epson & the Community | Epson Technology | Investor Relations | Nlewsroom | Epson Web Sites | Epson.com

Newsroom Newsroom Home > Newsroom Archive % October 18 '
. ) )
PY Newsroom Home News Release
Newsroom Archive )
Press Release Photos A t of Revised Fi ial Results Outlook
Fast Facts nnouncemen : evi inancial Resu 00 |
. ] '
Feature Artices - TOKYO, Japan, October 18, 2006 - '
The Epson company Seiko Epson Corporation ("Epson”) today issued a revised consolidated and hon-consofidated financial results
| . outlook for the half year ending September 30, 2006 and for the full year ending March 31, 2007. The revised
The Epson Campany Home outlook amends the previous forecast that was announced on Aprii 25, 2006. Details of the revision are
K An Overview of Seiko Epson provided below. |
. Epson Business Strategy ,
Epson's Global Network v
Commltmént to Innovation 1, Revised consalidated financial results outlook
L !
Epson’s Leadership Team Half year ending September 30, 2006
Epson Milestones {Unit: billion yen)
Inv relations ‘: Net sales Operating income || Ordinary income Net incorne (loss)
Previous outlook {A) 706.0 2.0} 3.0 {11.0)
® Investor Relations Heme Revised outiook (B) 6773 209! 08| - 0.4
Annual Report -
IR Schedule : Ditference {B) - (A) -28.7 +18.9|! +17.8 +11.4
Financial Highlights Change (%) ' 4.1% +945,0% | | +593.3% -
Consolidated Financlal Infermation |
Azl Ganeral Meeting 1H FY2005 5 720.2 o]l ' . 8.9 (1.2
' Full year ending March 31, 2007 ,
! {Unit: billlon yen); )
® ; ' -
: : Net sales Operating income || Ordinary income | Net income (loss)
i
Previous outlook (A) 1,555.0 40.0 © 400 14.0
, —
Revised outlook (B) 1,429.0 ' 40.0 40.0 14.0
_ E 7
) : Difference (B) - {A) -126.0 - - -
! Change (%) ; -8.1% - 1 ’ ] - -
FY2005 f 1,549.6 L ¥:1 I 280 (17.9)
‘ Forecastett net income per share (full year) 71.30 yen
I
2. Revised nnn-consolidated financial results outiook
o Half year ending September 30, 2006
: {Unit: billion yen)! .
Net sales Ordinary income (loss}|  Net income (loss)
Previous outlook {A) 419.0 | 5.0 1.0
Revised outlaok (B) 418.1 277 7.8
Difference (B} — (A) -0.9 42278 +6.8
Change (%) 02% +454.0% +680.0%
@ ) 1H FY2005 . "443.3 (3.9) (0.3)
I
Full year ending March 31, 2007
. {Unit; billion yen) ,
' Net sales Ordinary income {loss)|  Net income (loss)
Previous outlook (A) 877.0 | 5.0 6.0
Revised outlook () 827.0 34.0 1.0
PY j Difference () — (A) 50.0 250 5.0
‘ Change (%) ! -5.7% «277.8%| £3.3%
FY2005 : 863.2 (20.1) (59.2)
: I Forecast net Income per share {full year) 5.09 yen
3. Reasons for revision
. : , ) Epson has revised ]ts previgusly announced outlook due te changing bu'sine@ssi conditions.

First-half consolidated nel sales are expected to be lower than stated in the company's previous outiook largely
due to sharply Iower than projected demand for amerphous-silicon TFI' LCDs m applications other than mobile
phones.




ln Ime with 2 markehng strategy that emphasnza prof itability. Instead of 2 consolidated net loss as was

previousty forecast, Epson now expects net income.

The non-consolidated net income estimate was revised as shown abeve due to a (7.5 billion write-down of

subsidiary company shares that was recognized as an extraordlnaniv loss.

In the second half, consolidated net sales are expected to decline sharpry in the display business. In addition to

continued flat dernand for low-temperature polysilicon TFT LCDs in non-handset applications, 2 dip in demand
. from the mobile phone market and lower unit volume in amomhous—slhoon TFT LCDs and MD-TFD LCDs will

weigh on sales. In inkjet printers, meanwhile, Epson will seek to aggressively expand sales by introduding new

products for the year-end shopping season. However, continued fierce competition is expected.

Consolidated income is expected to decline primarily due to sharply iower sales in the display business and

competitor's pnce offensives in the inkjet printer business,

Given the projected first-half results and the aferementioned expectations for the second hatf, Epson will seek
to meet its full-year income targets by aggressively expanding sales, moving forward with restructuring efforts
In electronic devices, and continue driving towarg low-cost operatlons. '

The non-consolidated results outiook was revised downward because ammugh crdinary income is forecast to
exceed expectatlons mainly in the information-related equipment busineses, net thcome will be negatively
impacted by the write-down of subsidiary company shares,

For the foregoing reasons, we are revising our previously announced forecast.
L3

Cautionary statement
This report Includes forward-looking statements thal are based on management’s view from the infarmation
avaliable at the time of the announcement. These statements involve risks and uncertainties. Actual results may
be materiaily different from those discussed in the forward-looking statements. The factors that may affect
Epson indude, but are not limited to, general economic condntmns, the ability of Epson to continue to introduce
new products and services to markets in a timely fashion, consumption’ trends, competition, technology trends
and exchange rage fluctuations.,
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Yasu Semicondt!:ctur Corp. Asset Transfer and Dissolution '

]
- TOKYO, Japan, October 25, 2006 - Lo

Seiko Epson Corp. (EDSon) and OMRON Corp. (OMRON) today announced they had come to a basic agreement
by which Epson would transfer to OMRON the assets of the semiconductor business of its subsidiary, Yasu
Semiconductor Corp {YSC).

At the same time, Epson announced the decision made at its board meeting today to dissolve YSC,
! i

1. Reasons for the transfer
On March 16, Epson announced Creativity & Chalienge 1000, its mid-range business plan that included a
number of measura aimed at restoring profitability to each of its buslnesses Following on from lts acquisition
of YSCas a wholry-owned subsidlary in July, Epson has set about determlnlng 3 comprehensive and forward-
looking direction for YSC, and has committed itseff to negotiations larget.Ing a business transfer or other form of
bustness cnoperauon to achieve this goal. The result of these efforts is the agreement announced today.

Epson continues to implement its plan of restructuring and reorganizing its semiconductor business. Aiming to
achieve a thorough streamiining of the business, the company is seeking to consofidate and reorganize its
manufacturing sltes and production fines. The company is implementing structural reform plans as it seeks
further efficiencies In Its operations.

The dissciution of YSC is planned to take place at the same time as the transfer of assets, in March 2007,
3 ! -

2. Outline of the'agreement

(1) Company to which YSC is to be transferred
OMRON Corporation

(2} Items to be transferred
Assets of YS;C's semiconductor business

(3} Planned date of transfer
March 2007

3. Outline of YSC (as of March 31, 2006)

{1} Business name

(2) Representative

(3) Head Qffice address
{4) Date established

(5) Capitalization

Yasu Semiconductor Corporation
Tsuguo Goml (president) .
686-1 Ichimiyake, Yasu, Shiga, Japan‘
June 28, 2001 )
16,170 million yen !

(6) Prindple line of business Semiconductor manufacturing
: (7) Fiscal year end March 31 : :
(8) Employees 209 '
Y ) {9} Recent finandal results ;
; : ' {Unit: millions of yen}
Fiscal year ended March 31, 2005 | Fiscal year ended March 31, 2006
; : ) Net sales i 10,549 | 9,997
Ordinary income |’ 307 | 291
Net Income ; 173 | 167
Total assets ' 19,067 | 20,051
® . Net assets 17,308 | 17,475

4. Outline of OMRON (as of March 31, 2006}

(1) Business name’ OMRON Corporation

I ' (2) Representative Hisao Sakuta, President & CEQ
(3) Head Office address Shiokofi Horikawa, Shimogye-ku, Kyoto, Japan

i (4) Date established  *~ " May 19, 1948 (founded May 10, 1933)

. {5) Capitalization £4,100 miflion yen
. . {6) Business lines ' Manufacturing and sales of electrical machi:jwery, applied electronic equipment,
| ‘ predision equipment, healthcare products, and others
{7) Employees 27,408 (consolidatad) ‘

5. Business outiook ,
This transaction is not expected to have a materlal affect on Epson's financial outiook,




i medium-sized LLDS, With an Innovauve and Credlive LULUIE, RS 1D GEddiLal T LU TALLLATS W
vision and expectatmns of customers worldwide with products known for their superior quality,
functionality, compactness and energy efficiency.

" Epson is 2 network of 90,701 employees in 120 companies around the world, and is proud of its
: ongoing contributions to the global environment and to the communities in which it is located, Led
: by the Japan-| based Seiko Epson Corp., the Group had consolidated sales of 1549.5 billion yen in
fiscal 2005.
‘ . Contact: '
® . Seiko Epson Corp.

, . Brand Strategy % Communications

Contact us by « e—mail

URL: http:/fwﬁvw.epson.co.jp]ef
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Consolidated Re'sults for the Half Year Ended September 30, 2006 :

Consolidated Financial Highlights

October 25, 2006

(Millions of yen, thousands of U, S dollars, except for per share data)
Income statements and cash flows data

Six months ended September Six months
30 Chi Year ended ended
aM9E . IMarch 31, 2006| September
2005 | 2006 : 30, 2006
i \!
Statements of income data: |
Net sales v720,244] ¥677,390] | (5. 9%) ¥1,545,568] $5,745,462
Operating income 6,004] 20,960] | 249.1% 25,758 177,778
Income (loss) before income ‘
taxes and mincrity Interest 7,699 16218) | 1107% (20,047) 137,557
Net Income {lass) (1,161) 413] | -% {17,917) 3,503
| i
Statements of cash flows data; |
Cash flows from operating ‘ :
etivities 26,872 49,638' 84.7% 117,497 421,018
Cash flows from Investing (s8.308)]  (47.560) } (18.6%) (e5,266)]  (403,393)
activities
Cash flows from financin
e itins 9 52,959]  (13,497) | % 19,123]  (114,478)
Cash and cash equivalents at . :
the end of the periad 257,737 263,078 ‘ L 44% 280,114| 2,282,256
) J
|Per share data: |
Net tncome (loss) per share (v5.91) v2.10} 1 5% (¥91.24) $0.02
-Baslc '
-Diluted ¥ el | ' % ¥- $-
Balance sheets data I
September 30 :
! March 31, 2006 5:8“;'5’3:"
2005 w06 | d
Total assets 1,374,228 ¥1,324,843|  w1,325206| $11,237,008
Shareholders’ equity 479,475 475,408 474,520 4,032,299
Shareholders' eqi.llty ratio (%) 34.9% $S.QW0 35.8% 35.9%
Shareholders' equity per share w2,441.771 w2,42106|  w2,41654 $ 20.53

Notes

. 1 '
1. The consolidated figures are prepared on the basis of accounting principles generally accepted in Japan,

which are different In certain respects as to application and disclosure requirements of International
Financial Reporting Standards, and are complled from the consolidated figures prepared by the Company
as required by the Securities and Exchange Law of Japan.

1. Figures in 'Change column are comparisans with the same period of the previous year.

III. Dituted net income per share are presented anly if there are dilutive factors present.

V. U.S. dollar amounts are Included solely for the convenience of readers These transiations should not be
construed as representations that the yen amounts actually repraent, or have been or could be
converted into U.5. doltars at that or any other rate. The rate of ¥117.90 = U.5.$1 at September 30,
2006 has been used for the purpose of presentation.

Click here to see a‘_ full version of the consolidated Lesgﬂ;MppEmnMaj ign, and an explanatory

presentation
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Epson and Microsoft Announce a Cross-License of their Patent Holdmgs
- The Agreement Allows Expanded Intellectual Property Access for Each Company

- REDMOND, Washlngton, and TOKYOQ, Japan, November 13, 2006 - !

Today, Seiko Epson Corp. ("Epson™) and Microsoft Corp. announced a cros-liaenstng agreement that allows

increased access to each company's respective patent portfolios. The agreement will enable each company to
broaden its product offerings and defiver more comprehensive, cost-effective solutions, Terms of the agreement
were not disclosed. |

The expansion of. the long-standing partnership between Epson and Microsoft will promote the exchange and
implementation of patented technologles in many consumer and business electronics product areas,

"With this agreement we can share technologles that each company has invested tn and bring the resulting
success to the marketplace,” said Masataka Kamiyanagi, Executive Officer of Epson's Intellectual Property
Diviston, "We expect to expand our mutual relations in order to protect our intellectual properties on a global
level, espedally agalnst counterfelt problems.”

"Epson Is an important industry ally for us and by sharing our Intellectual property we can extend the reach of
our respective Innovations to our customers,” explained Marshall Phelps, Corporate Vice President and Deputy
General Counsel for Microsoft, "Intellectual property licensing is a comerstone of today's software industry and
essential for the develapment of comprehensive technology solutions.”

Epson Is very active in filing and securing patents, and has maintained an cutstanding pesition in the global
patent rankmgs, particularly in Japan where it was ranked third in published patents in 2005.

Microsoft has eslablished a solid record of collaborating with other technology innovators and has entered into
ooss-icensing agreements with several leading technology compantes, incduding Toshiba, NEC, Nortel, Cisco
Systems Inc., Siemens AG and SAP AG.

About Epson |
Epson Is 3 global leader in imaging produds induding printers, 3LCD projectors and smali- and
medium-sized LCDs. With an innovative and creative culture, Epson is dedicated to exceeding the
vision and expectaﬂons of customers worldwide with products lmown for their superior quallty,
functionality, compactness and energy efficiency. |

Epson is a network of 102,025 employees In 120 companies around the world, and is proud of its
ongoing contributions to the global enviranment 2nd to the communities in which it is located, Led
by the Japan-based Seilkio Epson Corp., the Group had consolidated sales of 1549.5 billion yen in
fiscal 2005,

Contact: ' t
Seiko Epson Corp. '
Srand Strategy & Communications
Contact us by e-mail

URL: hm:flwww.epsoﬂ.co.jplel

About Microsoft
Founded in 1975, Microsoft (Nasdag "MSFT") Is the worldwide leader in software, services and
solutions that help people and businesses reafize their full potential.

Microsoft is a registered trademark of Microsoft Corp. in the United States and/or other countries,
The names of actual companies and products mentioned herein may be the trademarks of thelr
respective owners.
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o o ' | Default Judgments in the ITC Action Filed against 24
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Epson Announces Settiements, Consent Orders and Default Judgments in the ITC Action Filed
against 24 Aﬂerrnarket Cartridge Companies

- LONG BEACH, Unlted States, November 27, 2006 -

Epson has eﬂtered settiement agreements in a patent infringement action pending with the U.S. International
Trade Commission {"ITC") and similar lawsults pending in the U.S! District Court in Portiand, Ore., with five
suppliers of aftermarket printer supplies and their related companies. Among the settling defendants are three
major manufacturers of aftermarket printer supplies: Artech GMBH of Germany, Ink Lab Co. Ltd. of Hong Kong,
and InkTec Co. Ltd. of Korea. Also settling are two major U.S. dssh'lbutnrs of afterrarket printer supplies:
Ink}etwarehouse com Inc. of Canton, Conn., and Rhinotek Computer Products Inc, of Compton, Callf. As part of
the District Court setttements and proposed ITC consent orders, each of the defendants has acknowledged the
validity and infringement of at least 10 Epson patents and agreed to cease importing a wide range of infringing
rtridges for Epson desktop inkjet printers.

Three additional cnmpanis agreed to consent orders in the ITC case that commit them to cease all U.5.
imports of the accused cartridges for Epson desktop Inkjet prtnters The companies that agreed to consent
orders that will be submitted to the ITC for approval Include one major manufacturer and two U.S. distributors
of aftermarket cartridgs for Epson inkjet printers: Master Ink Co.'Ltd: of Hong Kong, Ribbon Tree (USA) Inc.,
dba Cana-Padfic Ribbons Inc. of Ferndale, Wash., and Apex Distributing Inc. also of Ferndale, Wash. These ITC
consent orders do not resolve the U.S. District Court cases pending In Porﬂand against these companies,

In addition to the settiements and consent orders, the TTC judge ordered default judgments against eight
companies named in the ITC action that falled to file responses within the required time Bmits. The defaulting
companies are: Aculet U.S.A,, Inc. of Industry, Callf,, Butterfly Prlnt Image Corp. Ltd. of Hong Kong, Glory
South Software Manufacturing Inc. of Buena Park, Callf Mipo lntematinnal Ltd. of Hong Kong, Mipo America
Inc. of Miami, Tully Imaging Supplies Ltd. of Hong Kong, Wellink Trading COmpany Ltd. of Macao, and Ribbon
Tree Trading Co. Ltd. of Macao. Some of these companies have also defaulted in the related U.5. District Court
case in Portiand.

The respondents'mat settied, entered consent orders or defaulted have collectively imported large volumes
aftermarket cartridge components and finished cartridges into the United States for distribution through all
channals where aftennarket cartridges are commonly sold Indudmg office supply superstores, constimer
electronic stores, computer specialty stores, ctalog reseflers, refill franchisees, internet resellers and re-export
channels. The rspundents cartridges were distributed primarily na wide range of unbranded packaging but
also under many 'different brand names belonging to the respondents or thelr customers inctuding: Aculet,
Amazon Imaging, Basix, Colorlet, Inkees, InkTet, Mipo, Nikko, RhinoTek and Staples.

Trial in the ITC action agalnst the few remalning respondents is scheduled for January 2007 In Washington D.C,
before the Honorable Paul Luckern. Epson seeks a general exdusmn order in the ITC action barring all Imports
of infringing cartridges by the respondents and all ather Importers The U.S. District Court case is stayed agalnst
the defendants until resotution of the ITC case. Epson seeks a pennanent injunction and treble damages for
wilul Infnngement in the District Court case.

"We commend the settling defendants for taking such declsive action to r&pect Epson's patents and compete
fairly,” sald Keith'Kratzberg, vice president of Marketing, Epson Amerh:a "We will continue to pursue the ITC
action and the pending District Court lawsult vigorously and take whatever other action may be necessary to
protect Epson from unfalr competition through patent Infringement or the distribution of counterfelt ink
cartridges.”

About Epson Portiand Inc.

Epson Portland Inc. ks the U.5.-based manufacturing subsidiary of Japan-based Seiko Epson Corporation.
Historicafly a printer manufacturer (from its opening day in July of ‘1986 untll August of 2001 Epson Partiand
built over 15 miillon printers for business, government and persanal use), the company currently manufactures
ink cartridges for ink jet printers, refurbishes optical engines for Lce pro;ectors ano performs precision injection
melding of proprietary plastic parts. Epson Portland manufactures over 40 million cartridges annually for sate in
the United States and elsewhere.

About Epson Amen@ Inc. '

Epson America Is the US based marketing and service subsidiary of Seiko Epson Corp. Epson America offers an
extensive array of award-winning image capture and Image oumut products for the consumer, business,
photography and graphic arts market throughout North, Central and South America. The company Is also a
leading supplier of value-added point-of-sale (POS) printers and transacuon terminals for the retall market.
Epson America Inc Is headquartered in Long Beach, Calif,

About Seiko Epsan Corp,

Epson is a global leader tn imaging products Induding printers, 3LCD projectors and small- and medium-sized
1.CDs. With an innovative and creative culture, Epson is dedicated to exceeding the vision and expectations of
customers worldwide with products known for their superior quality, functicnality, compaciness and energy
efficiency.

Epsonisa network of 102,025 employees in 120 companles armmt‘.i the world, and is proud of its ongaing
contributions to the global enwironment and to the communities in which it is located. Led by the Japan-based
Sefko Epson COrp‘r., the Group had consolidated sales of 1549.5 billion yen in fiscal 2005,
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